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34-16877 Announcement of the withdrawal of 

rule proposals which, if adopted, 

would have required inclusions of a 

statement of management on in- 

ternal accounting control in annual 
reports on Form 10-K filed with the 

Commission. Invitation for further 

comments. [File No. S7-839; On- 

going Comment Period] 

34-16888 Adoption of arule which amends the 
rules of national securities ex- 
changes which limit or condition the 

. ability of members of those ex- 
changes to effect transactions other- 
wise than on an exchange in securi- 
ties which are traded on those ex- 
changes. 

34-16889 Withdrawal of a proposed rule 
which would have eliminated all re- 
maining exchange off-board trading 
restrictions on off-board principal 
transactions and off-board agency 
transactions. 

35-21613 A minor technical amendment of 

single account in its Uniform Sys- 

tem of Accounts which will eliminate 

a requirement which is clearly in- 

appropriate. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16877/June 6, 1980 


ACCOUNTING SERIES 
Release No. 278/June 6, 1980 


STATEMENT OF MANAGEMENT ON INTERNAL 
ACCOUNTING CONTROL 


ACTION: Withdrawal of proposed rules; invitation for 
further comment. 


SUMMARY: The Commission today announces the 
withdrawal of rule proposals which, if adopted, 
would have required inclusion of a statement of 
management on internal accounting control in 
annual reports on Form 10-K filed with the 
Commission under the Securities Exchange Act of 
1934 and in annual reports to security holders 
furnished pursuant to the proxy rules. The rule 
proposals would also have required that the 
management statement be examined and reported 
on by an independent accountant. 


This Commission's decision to withdraw the rule 
proposals at this time is based, in part, on a 
determination that the private-sector initiatives for 
public reporting on internal accounting control have 
been significant and should be allowed to continue. 
The Commission believes that the action announced 
today will encourage further voluntary initiatives and 
permit public companies a maximum of flexibility in 
experimenting with various approaches to public 
reporting on internal accounting control. Further, 
the Commission urges similar experimentation 
concerning auditor association with such 
statements. 


The Commission intends to give further 
consideration to rule proposals concerning 
management reports, and auditor association with 
them, based upon three years’ experience. In order 
to supplement the information which the 
Commission obtained in the course of the instant 
rulemaking proceeding and through its analysis of 
reports for 1979, the Commission intends to 
continue a monitoring program through the spring of 
1982. As a part of that program, the Commission will 
monitor carefully private-sector initiatives in this 
area, aS well as issuer practice in voluntarily 
providing management statements on_ internal 
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accounting control and in engaging independent 
accountants to report on such statements. Although 
particular emphasis will be given to management 
statements on systems of internal accounting 
control and related efforts to develop professional 
standards for conducting examinations of such 
systems, the Commission will also monitor efforts to 
implement the broader recommendations of the 
Commission on Auditors’ Responsibilities con- 
cerning comprehensive management reports. 


In conjunction with its monitoring effort, the 
Commission is again inviting public comment both 
on the progress being made by the private sector, as 
well as on what regulatory action the Commission 
might consider in this area. In addition, the 
Commission is also encouraging comments on other 
issues and matters discussed in this release. 


Should the Commission’s monitoring effort or the 
comments which it receives identify a specific need 
for further Commission action, the Commission 
stands ready to take whatever appropriate regulatory 
action may be indicated. In any event, however, a 
more comprehensive reconsideration of this area by 
the Commission can be expected after the 
Commission has had the benefit of its analysis of 
three years’ experience with voluntary management 
reporting and auditor involvement. 


DATE: June 6, 1980. 


ADDRESSES: Comments should be submitted in 
triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Comment 
letters should refer to File No. S7-839. All comments 
received will be available for public inspection and 
copying in the Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: James J. 
Doyle or John W. Albert, Office of the Chief 
Accountant (202-272-2130), Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission is withdrawing proposed 
amendments to Form 10-K (17 CFR 249.310); 
Regulation 14A (17 CFR 240.14a-1 et seq.) and 
Regulation S-K (17 CFR 229.20 et seq.) which would 
have required inclusion of a statement of 
management on internal accounting control in 
Forms 10-K and in annual reports to security holders 
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furnished pursuant to Rule 14a-3 (17 CFR 240.14a- 
3). The proposed amendments would also have 
required that the statement of management on 
internal accounting control be examined and 
reported on by an independent accountant. The 
amendments were proposed for public comment in 
Securities Exchange Act Release No. 15772, April 
30, 1979 (44 FR 26702).! 


The withdrawal of these proposals at this time 
should not be interpreted as a change in the 
Commission’s views concerning the importance of 
effective systems of internal accounting control and 
of management reporting on and auditor 
examination of such controls. Indeed, the 
Commission continues to believe that such systems 
are essential to sound business management for 
reasons wholly apart from legal requirements, and 
that its action in proposing management statements 
on internal accounting control and auditor 
involvement with such statements should be viewed 
in that context. 


Moreover, some assurance concerning the 
existence of an effective system of internal 
accounting control is important to investors because 
it is that system which provides the basis for the 
preparation of reliable financial statements and, 
more broadly, for the overall corporate system of 
accountability. Further, without effective internal 
accounting control, management — and investors — 
cannot be assured that unaudited financial 
statements and other unaudited financial 
information prepared and disseminated by the 
issuer are reliable. Finally, without effective internal 
accounting control, management cannot be 
reasonably assured that it is appropriately fulfilling 
its other statutory responsibilities for accountability 
to investors — to safeguard the company’s assets 
from unauthorized use or disposition, to determine 
that the company’s transactions are appropriately 
authorized, and to compare actual assets with the 
related records and act on any differences.” 





\Hereinafter referred to as the “proposing release.” 


2See Section 13(b)(2)(B) of the Securities Exchange 
Act, 15 U.S.C. 78m(b)(2)(B), discussed infra. 


3See id. 
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The Commission’s rule proposals concerning 
internal control reporting met substantial 
opposition. Many commentators viewed the 
proposals as having the effect of requiring a report 
on compliance with the law,’ rather than as providing 
a medium for meaningful disclosure to investors. 
Objections were also raised concerning the costs of 
compliance with the proposed rules and the scope 
and content of the proposed management 
statement. Commentators also pointed to the 
significant voluntary and private-sector initiatives 
which have been undertaken in this area and urged 
the Commission not to preempt such efforts through 
the promulgation of formal legal requirements at 
this time. While the Commission does not agree with 
all of the concerns expressed by commentators, it 
has decided nevertheless not to proceed with 
rulemaking at this time based upon a determination 
to allow existing voluntary and private-sector 
initiatives for public reporting on internal accounting 
control — by both registrants and accountants — to 
continue to develop. 


Thus, although the Commission is withdrawing its 
rulemaking proposals at this time, it continues to 
believe that a report containing management's 
assessment of the effectiveness of the issuer’s 
system of internal accounting control would provide 
information important to investors, and that auditor 
involvement with such a report may be needed. 
Accordingly, the Commission intends to monitor 
closely the results of voluntary efforts and private- 
sector initiatives in this area and will consider the 
need to require: 


1. Management statements on internal accounting 
control; 


2. Comprehensive management reports in general; 
and 


3. Public reporting by independent accountants on 
internal accounting control. 


|. BACKGROUND 
A. Enactment of the Foreign Corrupt Practices Act 
Management reporting on internal accounting 
control has received a substantial amount of 
attention since the enactment of the accounting 
provisions of the Foreign Corrupt Practices Act of 
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1977 (the “FCPA”).4 These provisions require? that 
certain issuers (a) “make and keep books, records, 
and accounts, which, in reasonable detail, 
accurately and fairly reflect the transactions and 
dispositions of the assets of the issuer’; and (b) 
“devise and maintain a system of internal 
accounting control sufficient to provide reasonable 
assurances that — 


(i) transactions are executed in accordance with 
management's general or specific authorization; 


(ii) transactions are recorded as necessary (a) to 
permit preparation of financial statements in 
conformity with generally accepted accounting 
principles or any other criteria applicable to such 
statements, and (b) to maintain accountability for 
assets; 


(iii) access to assets is permitted only in accordance 
with management’s general or specific 
authorization; and 


(iv) the recorded accountability for assets is 
compared with the existing assets at reasonable 
intervals and appropriate action is taken with 
respect to any differences.” 





‘Title | of Public Law No. 95-213 (December 19, 
1977), codified as 15 U.S.C. 78m(b)(2). The FCPA 
also prohibits corporate bribery of foreign officials, 
foreign political parties, and candidates for foreign 
political office for the purpose of obtaining, 
retaining, or directing business to any person. See 
Section 30A of the Securities Exchange Act, 15 
U.S.C. 78dd-1 and 78dd-2. See generally Securities 
Exchange Act Release No. 16593, February 21, 1980 
(45 FR 12574). 


Section 13(b)(2) of the Securities Exchange Act, 15 
U.S.C. 78m(b)(2). 


Section 320.28 of SAS No. 1 defines a system of 
accounting control as “the plan of organization and 
procedures and records that are concerned with the 
safeguarding of assets and the reliability of financial 
records * * *” 


7S. Rep. No. 95-114, 95th Cong., 1st Sess. (1977), at 
8. 


®See Schiff & Sorter, “An Accountant is not a 
Chairman,” New York Times (April 1, 1979). 
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These statutory objectives of a system of internal 
accounting control were taken almost verbatim from 
Section 320.28 of Statement on Auditing Standards 
No. 1 (“SAS No. 1”).© Thus, the enactment of the 
FCPA has transformed these objectives from 
professional auditing standards into explicit 
statutory requirements applicable to corporate 
management — a change that has important 
implications for reporting companies. 


The statutory objectives do not simply require that 
transactions be recorded in a manner that will 
permit preparation of reliable financial statements. 
The system of internal accounting control must also 
provide reasonable assurances that “transactions 
are executed in accordance with management’s 
general or specific authorization”; that “transactions 
are recorded as necessary * * * to maintain 
accountability for assets”; that “access to [and use 
of] assets is permitted only in accordance with 
management’s general or specific authorization”; 
and that “recorded accountability for assets is 
compared with the existing assets at reasonable 
intervals and appropriate action is taken with 
respect to any differences.” These latter goals are 
designed to improve the system of corporate 
accountability in response to evidence that some 
boards of directors and even corporate officers were 
unaware of, and hence unable to prevent, allegedly 
improper use of corporate assets, and that 
shareholders were also unaware and, thus, unable to 
remedy this situation. 


The Senate Report concerning the FCPA reflects the 
fact that the accounting provisions are designed to 
codify a “fundamental aspect of management's 
stewardship responsibility’ — the obligation to 
provide shareholders “with reasonable assurances 
that the business is adequately controlled.”” Insum, 
as one observer has stated, Section 13(b)(2)(B) is 


aimed at management, boards of directors and 
audit committees. Its aim, much broader than 
the integrity of financial statements, is to insure 
a responsible level of corporate governance 
and an effective discharge of management's 
stewardship responsibility. This requires a 
more intensive study of internal controls anda 
far greater involvement by management in 
order to establish that a system of internal 
control exists, that it is well documented, that it 
is adequately maintained and regularly 
reviewed and modified to meet changing 
requirements.® 


Volume 20, No. 4, June 24, 1980 





Since the FCPA became effective on December 19, 
1977, the Commission has taken the position that “it 
is important that issuers * * * review their 
accounting procedures, systems of internal 
accounting controls and business practices in order 
that they may take any actions necessary to comply 
with the requirements contained in the Act.”? In 
addition, the Commission set forth its views 
concerning evaluations of internal accounting 
control systems at the time it published the rule 
proposals for public comment.’° 


B. Private-Sector Initiatives 
1. The Cohen Commission 


In 1978, the Commission on Auditors’ 
Responsibilities, which is also known as the “Cohen 
Commission,”!! issued its “Reports, Conclusions 
and Recommendations” concerning the appropriate 
responsibilities of independent auditors. The Report 
concluded, among other things, that “many users [of 
financial statements] appear to misunderstand the 
role of the auditor and the nature of the services that 
he offers.”?2 


In this context, the Cohen Commission 
recommended “a new approach to reporting” that 
calls for, among other things, an annual 
management report to shareholders which would be 


designed to acknowledge management's 
responsibility for the representations set forth in the 
company’s financial statements.'? The Cohen 
Commission recommended that such a report 
include management’s assurances that (a) “the 
information [in the financial statements] is 
presented in conformity with generally accepted 
accounting principles’; (b) ‘all material 
uncertainties have been appropriately accounted for 
or disclosed”; and (c) “legal counsel has been 
consulted regarding the accounting for or disclosure 
of legal matters and that those matters have been 
appropriately disclosed * * *.”'* The Cohen 
Commission also recommended that such a report 
“describe the work of the company’s audit 
committee and its internal auditors,” and that it 
contain a management statement concerning the 
company’s system of internal accounting control.!5 


With respect to the proposed management 
statement concerning the company’s system of 
internal accounting control, the Cohen Commission 
recommended that the report contain 
“management’s assessment of the company’s 
accounting system and controls over it, including a 
description of the inherent limitations of control 
systems and a description of the company’s 
response to material weaknesses identified by the 
independent auditor.”!© The rationale for such a 
statement was stated as follows: 





Footnote 8 continued 


In contrast, as the AICPA’s Special Advisory 
Committee on Internal Accounting Control pointed 
out, the objectives set forth in Section 320.28 of SAS 
No. 1. 


were originally developed to provide broad 
professional guidance on the independent auditor’s 
study and evaluation of internal accounting control, 
which is made for the limited purpose of serving as a 
basis for setting the scope of the examination of 
financial statements. The auditor tests only those 
controls on which he intends to reply. 


“Report of the Special Advisory Committee on 
Internal Accounting Control,” April 1979, issued by 


the American Institute of Certified Public 
Accountants, at 8 (emphasis added). 


°See Securities Exchange Act Release No. 14478 
(Feb. 16, 1978); 43 FR 7752 (Feb. 24, 1978). 


10See Securities Exchange Act Release No. 15772, 
supra, note 1. 
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llThe reference is to the late Manuel F. Cohen, a 
former Chairman of the Commission, who served as 
Chairman of the Commission on Auditors’ 
Responsibilities. The Cohen Commission was an 
independent commission established by the AICPA 
to develop conclusions and recommendations 
regarding the appropriate responsibilities of 
independent auditors. Its other members included 
public accountants, an academic, a financial 
analyst, and an executive officer of a registrant. 


12The Commission on Auditor's Responsibilities: 
Report, Conclusions and Recommendations (1978) 
at xil. 

131d. at 75-76. 

41d. at 76. 

151d. at 76-77. 

16/q. at 76-77 (emphasis added). 
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Users of financial information have a legitimate 
interest in the condition of the [system of 
internal accounting] controls and 
management's response to the suggestions of 
the auditor for corrections of weaknesses. The 
[Cohen] Commission believes those matters 
should be disclosed [to shareholders] in the 
proposed report by management.?’” 


The Cohen Commission also recommended an 
expansion of the audit function through increased 
involvement in a company’s financial reporting 
process. As a major step in that direction, to be 
implemented “as soon as possible,” the Cohen 
Commission recommended an expansion of the 
auditor's “study and evaluation of the controls over 
the accounting system [in order to permit the 
auditor] to form a conclusion on the functioning of 
the internal accounting control system.”'® In this 
context, the Cohen Commission specifically 
recommended that “the auditor's study and 
evaluation of the internal accounting control system 
should be expanded beyond what is now required by 
generally accepted auditing standards * * *” to 
include review and testing of the “entire accounting 
control system * * * [in order] to enable the auditor 
to reach a conclusion on whether controls over each 
significant part of the accounting system provide 
reasonable, though not absolute, assurance that the 
system is free of material weaknesses.”?° 


The Cohen Commission declared its belief that “the 
condition of the controls over the accounting system 
and management’s response to the suggestions of 
the auditors for correction of weaknesses,” are 
matters that “should be disclosed in the proposed 
report by management.””° In this context, the Cohen 
Commission concluded, “[i]t is consistent with the 
normal responsibilities for financial reporting that 
primary reporting responsibility be assigned to 
management with a report by the auditor on 
management's representations.”2! 


The Cohen Commission also stated its view that the 
auditor “should report on whether he agrees with 
management’s description of the company’s 
accounting controls and should describe material 
uncorrected weaknesses not disclosed in that 
report.” Illustrative examples of the auditor’s report 
contemplated by the Cohen Commission include the 
following: “Based on our study and evaluation of the 
accounting system and related controls,” we: (a) 
“concur with the description of the system and 
controls in the report by management”; or (b) 
“believe the system and controls have the following 
uncorrected material weaknesses not described in 
the report by management * * *”: or (c) have certain 
“other disagreements with the description of the 
system and controls in the report by management 
* * * 23 In addition, the Cohen Commission 
suggested that the auditor’s report might include 
certain other explanatory information in addition to 
that set forth above.” 





“Id. at 62 (emphasis added). As part of its report, the 
Cohen Commission set forth an illustration of a 
report by management that would be consistent with 
its recommendations, but added a caveat that the 
example was not intended to prescribe “the precise 
wording that management should use”: 


The company maintains an accounting system and 
related controls to provide reasonable assurance 
that assets are safeguarded against loss from 
unauthorized use or disposition and that financial 
records are reliable for preparing financial 
statements and maintaining accountability for 
assets. There are inherent limitations that should be 
recognized in considering the potential 
effectiveness of any system of internal accounting 
control. The concept of reasonable assurance is 
based on the recognition that the evaluation of those 
factors requires estimates and judgments by 
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management. The company’s system provides such 
reasonable assurance * * *. 


Id. at 79 (emphasis added). 


18/d at 60. 
S/d. at 61. 
ld. at 62. 
211d. 
221d. 
31d. at 78. 


hd. 
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2. The Financial Executives Institute 


In June of 1978, the Chairman of the Financial 
Executives Institute (“FEI”) wrote a memorandum to 
members of the FEI which informed them that the 
FE! Committee on Corporate Reporting had 
endorsed the concept of a management report. The 
memorandum explained: 


We believe that such “reports” will further 
public understanding of the respective roles of 
management and the outside auditor, and that 
the “report” should emphasize that the primary 
responsibility for financial statements and 
representations related thereto rests with 
management. * * * Such a “report” would also 
provide a convenient vehicle for management 
to discuss the company’s policies, internal 
accounting controls, and other matters which 
bear on the quality of financial information. 


The Chairman of the FEI strongly urged “all FEI 
members to take leadership roles in encouraging 
inclusion of ‘management reports’ in your 
company’s next annual report.” His memorandum 
concluded: 


Widespread implementation of this manage- 
ment report concept, tailored to fit individual 
company circumstances, will represent a sig- 
nificant step in improved communication to 
users of financial statements as to the nature of 
financial information and the processes which 
surround its preparation and presentation. 


The Chairman of the FEI also sent members a set of 
“Guidelines for Preparation of a Statement of 
Management Responsibility for Financial 
Statements,” which set forth several areas that 
management should consider in preparing a 
management report. These Guidelines agreed with 
the conclusion of the Cohen Commission that 
management reports should include statements 
concerning management’s responsibility for the 
“preparation and presentation of the financial 
statements in conformity with general accepted 
accounting principles * * *” and for “maintaining a 
system of internal accounting controls designed to 
provide reasonable assurances as to the integrity of 
financial records and the protection of assets.” In 
addition, the FEI’s Chairman stated that 
consideration should be given to including 
“management's assessment of the effectiveness of 
the internal accounting control system” in such a 
management report.” 
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3. The Special Advisory Committee on Reports by 
Management 


In response to the recommendations of the Cohen 
Commission, the American Institute of Certified 
Public Accountants (“AICPA”) formed a Special 
Advisory Committee to consider the subject of 
reports by management. The Report of the AICPA 
Special Advisory Committee on Reports by 
Management concurred in the Cohen Commission’s 
basic conclusion that annual reports should include 
a report by management on a company’s financial 
statements.” The AICPA Report explains that sucha 
report would provide a means of informing financial 
statement users “of management's responsibility for 
those statements, the various means by which it is 
fulfilled, and the roles of others with respect to those 
statements.”2” 


The AICPA Report proposed that management's 
report should reflect that it “is responsible for all the 
information, whether audited or unaudited, in the 
annual report * * *,” and that this responsibility 
“includes making judgments and estimates and 
selecting accounting principles that are in 
accordance with generally accepted accounting 
principles appropriate in the circumstances.” The 
AICPA Report also recommended that 
management’s report should describe “the 
composition and duties of the audit committee,” the 
role of the independent auditor, and, if there has 
been a change in auditors, “whether the decision to 
change was recommended or approved by the audit 
committee.”29 





Emphasis added. The FEI Guidelines also 
indicated that “members should consult legal 
counsel regarding the provisions of the Foreign 
Corrupt Practices Act of 1977.” 


26Conclusions and Recommendations of the Special 
Advisory Committee on Reports by Management, 
AICPA, 1979, at 2 (hereinafter referred to as the 
“AICPA Report”). 


271d. at 1. 
8/d. 


Id. 
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In addition, the AICPA Report declared that 
management's report “should include a representa- 
tion on internal accounting control.”%° It also 
suggested the type of “representation” that might be 
appropriate: 


Because of cost-benefit considerations as well 
as the inherent limitations of the effectiveness 
of internal accounting control, management’s 
representation should be phrased in terms of 
reasonable, rather than absolute, assurance 
that the objectives of internal accounting 
control are met.*! 


Appendix C to the Advisory Committee Report 
presents several examples of management 
statements that have been published in recent 
annual reports. These examples were intended “to 
illustrate the [Advisory Committee's] 
recommendations and to give management general 
guidance for the development of * * *” manage- 
ment reports.2? Seven of these _ illustrations 
expressed management’s opinion that the 
company’s system of internal accounting control 
“provides reasonable assurances” that certain 
objectives of such a system are met.** Six of the 
examples state that the system of internal control 
was “designed” to provide such “reasonable 
assurances.””*4 


4. Voluntary Inclusion of Management Reports On 
Internal Accounting Control in Annual Reports to 
Shareholders 


A number of the comments submitted in response to 
the proposing release supported the concept of a 
management report. In this context, many 
companies indicated that they had voluntarily 
included a management assessment of the 
effectiveness of their internal accounting control 
system in their annual reports for 1978. 


For example, 65 companies among those that 
submitted comments in response to the proposing 
release indicated that they had included a 
management report in their annual report to 
shareholders.* In addition, the FEI conducted a 
review of 410 annual reports for 1978 which found 
that 106 companies had included a management 
statement in their annual reports, and that 100 of 
these statements had discussed management’s 
responsibility for internal accounting control.*® 
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5. The Special Advisory Committee on Internal 
Accounting Control 


In 1979, the AICPA Special Advisory Committee on 
Internal Accounting Control issued its Final Report.%’ 
That Committee was formed to develop criteria to aid 
management in its evaluation of its system of 
internal accounting control. 


As discussed in some detail below, the Committee 
Report emphasized the importance of 
management's consideration of the overall control 
environment to its design and assessment of a 
system of internal accounting control and, while 
cautioning that it was impossible to prescribe 
detailed rules of general applicability, provided 
useful guidance to issuers on possible methods and 





°ld. (emphasis added). 
31/d. 


Id. at 3. 


33T hese examples had been published in the annual 
reports of Dun & Bradstreet Companies, Inc., Cobe 
Laboratories, Inc., Eaton Corporation, H. J. Heinz 
Co., Interlake, Inc., Manufacturers Hanover 
Corporation, and Safeway Stores, Inc. 


“These reports were set forth by American 
Telephone and Telegraph Company, Clark 
Equipment Company, General Electric Company, 
Kollmorgen Corporation, McGraw-Edison Company 
and Owens-Illinois, Inc. 


%In this regard, the comment letter submitted by 
Borg-Warner Corporation stated: 


[O]ur [management] statement indicates that the 
company’s comprehensive system of_ internal 
accounting controls provides reasonable assurance 
that assets are protected from improper use, that 
material errors are prevented or detected within a 
timely period, and that records are sufficient to 
produce reliable financial reports. 


Preliminary Commission analysis of reporting for 
1979 indicates that the trend towards such reports is 
continuing. 


3’7Report of the Special Advisory Committee on 
Internal Accounting Control, AICPA. 1979. 
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procedures for evaluating internal accounting 
control systems. The Commission views the 
Committee’s work as a meaningful contribution 
towards enhancing the ability of issuers to design, 
implement, review, and maintain systems of internal 
accounting control fully appropriate to their 
circumstances. 


6. The Auditing Standards Board 


Finally, at the time the Commission issued the pro- 
posing release, a task force of the AICPA’s Auditing 
Standards Board was considering the general issue 
of public reporting by auditors on internal 
accounting control. Subsequently, the Auditing 
Standards Board issued, for public comment, a 
proposed Statement on Auditing Standards on 
“Reporting on Internal Accounting Control.”** The 
proposed Statement on Auditing Standards would 
provide standards for an auditor’s examination of, 
and public report on, an issuer’s overall system of 
internal accounting control. 


The Commission notes that, under the proposed 
Statement on Auditing Standards, the auditor’s 
opinion on the system of internal accounting control 
would not be limited to controls relating to 
preparation of financial statements. Rather, it would 
also extend to the corporate accountability 
objectives of internal accounting control — 
safeguarding of assets, authorization of 
transactions, and comparison of actual assets with 
related records and acting upon any differences. 
However, it should be emphasized that such an 
opinion will not necessarily indicate whether an 
issuer is in compliance with the internal accounting 
control provisions of the FCPA since, for purposes of 
limiting the costs of the examination, the auditor's 
opinion would not extend to the sufficiency of 
accounting controls relating to the safeguarding of 
assets and authorization of transactions which 
would not be material. 


C. The Commission’s Rule Proposals 
Based upon the enactment of the FCPA and the 


events which gave rise to that legislation, as well as 
on the broad-based private-sector recommenda- 





38Proposed Statement on Auditing Standards, 
“Reporting on Internal Accounting Control,” AICPA, 
December 31, 1979. The comment period ended 
April 15, 1980. 
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tions for disclosure of management assessments of 
systems of internal accounting control, and for 
auditor association with such disclosure, the 
Commission determined that rules requiring 
information about the effectiveness of an issuer's 
system of internal accounting control and auditor 
association with it might be necessary to enable 
investors to better evaluate management’s 
performance of its stewardship responsibilities and 
the reliability of interim financial statements and 
other unaudited financial information generated 
from the accounting system. Therefore, on April 30, 
1979, the Commission issued for public comment 
the rule proposals contained in its proposing release 
and discussed herein. 


In the proposing release, the Commission 
emphasized that the proposed rules did not involve 
matters other than internal accounting control that 
might be included in a management report, and that 
the Commission intended to follow closely the 
further initiatives of the private sector and consider 
the need to propose additional rules relating to such 
other matters. In the meantime, the Commission 
encouraged issuers to provide meaningful 
disclosure regarding management responsibilities 
generally. 


The proposals evoked substantial public response. 
Over 950 individuals and organizations submitted 
letters in response to the Commission’s request for 
public comments. After careful analysis of the 
comments, the Commission has determined at this 
time to withdraw the rule proposals for the reasons 
discussed below. 


Il. MANAGEMENT STATEMENTS CONCERNING 
INTERNAL ACCOUNTING CONTROL 


Proposed Item 7(a) of Regulation S-K would have 
required a statement of management's opinion as to 
whether, as of any date after December 15, 1979 and 
prior to December 16, 1980 for which an audited 
balance sheet is required, and for periods ending 
after December 15, 1980 for which audited 
statements of income are required, the systems of 
internal accounting control of the registrant and its 
subsidiaries provided reasonable assurances that 


1. transactions were executed in accordance with 
management’s general or specific authorization; 


2. transactions were recorded as necessary (a) to 
permit preparation of financial statements in 


SEC DOCKET/317 





conformity with generally accepted accounting 
principles (or other applicable criteria), and (b) to 
maintain accountability for assets; 


3. access to assets was permitted only in accordance 
with management’s general or specific 
authorization; and 


4. the recorded accountability for assets was 
compared with the existing assets at reasonable 
intervals and appropriate action was taken with 
respect to any differences. 


Probably the most controversial aspect of the 
proposals was the correlation of proposed Item 7(a) 
of Regulation S-K and the internal accounting 
control provisions of the FCPA. As a result of that 
correlation, many commentators viewed the 
proposals as essentially a requirement for a 
statement of compliance with the law. Many of these 
commentators, therefore, suggested that the rule 
proposals were apparently intended not to provide 
useful information to shareholders, but rather to 
establish the existence of violations of the FCPA for 
enforcement purposes and to influence corporate 
conduct; questioned whether the proposals violated 
Constitutional protections against self-incrimina- 
tion; and contended that they were beyond the 
Commission’s statutory authority.*9 


On the other hand, many commentators supported 


the concept of public reporting on_ internal 
accounting control. Many of these commentators 
endorsed the recommendations of the Cohen 
Commission and the FEI and the voluntary initiatives 
by many companies to provide management 
reports. Nonetheless, most of these commentators 
also recommended that the Commission not adopt 





Approximately 550 commentators viewed the 
Commission's rule proposals as an attempt to 
require management to report on its compliance 
with the FCPA as distinguished from a medium for 
meaningful disclosure to investors. in addition, 
approximately 225 commentators expressed the 
view that the Congress neither required nor intended 
that such a report be provided. 


“Approximately 260 commentators suggested that 
there have been significant voluntary initiatives with 
respect to management reporting, and that they 
should be allowed to continue with a maximum of 
flexibility. 
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the proposed rules, at least at the present time. 
These recommendations were based, not only onthe 
perceived legal compliance aspects of the 
proposals, but also on the belief that the private- 
sector initiatives for voluntary reporting have been 
substantial and should be allowed to continue to 
develop.*° 


In addition, approximately 100 commentators 
suggested that a comprehensive management 
report — such as that recommended by the Cohen 
Commission, the FEI, and the AICPA’s Special 
Advisory Committee on Reports by Management — 
which includes, but is not limited to, an assessment 
of the effectiveness of the issuer’s system of internal 
accounting control would contain more of the 
information needed by financial statement users 
than would the limited statement of management on 
internal accounting control proposed by the 
Commission. Many of those commentators also 
expressed their belief that an assessment by 
management of the effectiveness of internal 
accounting control would be more informative in 
that broader context. 


The Commission continues to believe that 
information about the effectiveness of an issuer’s 
system of internal accounting control would enable 
investors to better evaluate the reliability of interim 
financial statements and other unaudited financial 
information, as well as management’s performance 
of its responsibilities to control the assets and 
transactions of the business. Additionally, it 
recognizes the ongoing voluntary private-sector 
initiatives that have been undertaken by registrants 
to evaluate and document their systems of internal 
accounting control so as to be ina position to provide 
such information, and it believes that voluntary 
development by issuers of management reports 
which include such information would be preferable 
to a Commission requirement. 


Accordingly, the Commission intends to monitor the 
results of voluntary efforts to provide such reports. 
The Commission will evaluate on an ongoing basis 
the progress that has been made in reports filed in 
1980 through 1982 and will consider whether it is 
necessary or desirable to require statements of 
management on internal accounting control and to 
propose more comprehensive management reports. 


The Commission’s determination in that regard will 


depend not only upon the extent to which issuers 
voluntarily provide such management statements or 
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management reports, but also on the 
appropriateness and usefulness of the information 
included and the procedures used to develop such 
reports. As discussed above, in determining to 
withdraw the instant rule proposals at this time, the 
Commission has been influenced by the significant 
constructive attention which the private sector has 
given to both management reports and related 
evaluations of internal accounting control. In 
addition, many commentators on the Commission’s 
rule proposals addressed the content of a 
management report, as well as the procedures 
necessary to maintain an effective system of internal 
accounting control, and urged that the Commission 
not preempt private-sector initiatives in this area. In 
an effort to further encourage such voluntary 
initiatives, while permitting public companies a 
maximum of flexibility in experimenting with various 
approaches to public reporting on _ internal 
accounting control, the Commission believes that it 
would be helpful to take this opportunity to provide 
some guidance regarding these developing matters. 


A. Evaluations of Internal Accounting Control 





“The Commission believes that the conceptual 
elements discussed herein also are reflected in the 
Report of the AICPA’s Special Advisory Committee 
on Internal Accounting Control (see note 37, supra) 
as well as in virtually all of the other private 
publications intended to give guidance on methods 
of and procedures for evaluating internal accounting 
control of which it is aware. The Commission 
believes that the Report of the Special Advisory 
Committee should be very useful to management by 
providing a framework which will be helpful in 
establishing an approach, or appraising the 
effectiveness of an existing approach, to evaluate 
whether the broad objectives of internal accounting 
control are achieved. However, the Special Advisory 
Committee’s Report does not represent a manual 
that can be followed by companies in evaluating 
their accounting control systems. This was 
recognized by the Special Advisory Committee (at p. 
8 of the Report): 


[T]he approach to an evaluation suggested in this 
report is not the only way an evaluation can be 
performed, and the criteria included. . .are not and 
cannot be detailed rules. However, the committee 
believes that the recommendations in this report 
should help management in its continuing 
evaluation and monitoring of internal accounting 
control. 
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1. Conceptual Elements"! 


In the proposing release, the Commission stated its 
belief that specific methods of approaching and 
implementing evaluations of systems of internal 
accounting control will vary from company to 
company. Accordingly, the proposed rules did not 
specify the method of or procedures to be performed 
in an evaluation of internal accounting control. 


The Commission continues to believe that the 
determination of whether a system of internal 
accounting control provides reasonable assurances 
that the broad objectives of internal accounting 
control are achieved generally will involve the 
following: 


eFirst, consideration of the overall 
environment; 


control 


eSecond, translation of the broad objectives of 
internal accounting control into specific control 
objectives applicable to the particular business, 
organizational, and other characteristics of the 
individual company; 


eThird, consideration of the specific control 
procedures and individual environmental factors 
which should contribute to achievement of the 
specific contro! objectives; 


eFourth, monitoring of control procedures and 
consideration of whether they are functioning as 
intended; and 


eFinally, consideration of the benefits (consisting of 
reductions in the risk of failing to achieve the 
objectives) and costs of additional or alternative 
controls. 


The first element of such a determination might be 
characterized as evaluation of the overall control 
environment. The Commission recognizes that such 
evaluations depend upon a careful exercise of 
management’s judgment, generally involving 
consideration of matters such as the organizational 
structure — including the role of the board of 
directors; communication of corporate procedures, 
policies, and related codes of conduct; assignment 
of authority and responsibility; competence and 
integrity of personnel; accountability for 
performance and for compliance with policies and 
procedures; and the objectivity and effectiveness of 
the internal audit function. The role of the board of 
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directors in overseeing the establishment and 
maintenance of a strong control environment, and in 
overseeing the procedures for evaluating a system of 
internal accounting control, may be particularly 
important. Similarly, the Commission has 
repeatedly stressed the importance of audit 
committees to enable boards of directors to better 
fulfill their oversight responsibilities with respect to 
an issuer's accounting, financial reporting, and 
control obligations.*? 


A strong control environment will not, in and of itself, 
provide a basis for reasonable assurance that the 
broad objectives of internal accounting control are 
achieved. However, the Commission agrees with the 
AICPA’s Special Advisory Committee on Internal 
Accounting Control that 


[i]t is unlikely that management can have 
reasonable assurance that the broad objectives 
of internal accounting control are being met 
unless the company. has an environment that 
establishes an appropriate level of control 
consciousness.*? 


For that reason, an evaluation of the overall control 
environment may be a particularly important step in 
evaluating a system of internal accounting control. 


The second and third conceptual elements of an 
evaluation of a system of internal accounting control 
might be characterized as review of the system. 
Evaluation of the effectiveness of the design of 
control procedures in place should relate the broad 
objectives of internal accounting control to the 
particular circumstances of a company. The AICPA’s 
Special Advisory Committee on Internal Accounting 
Control found a transaction cycle approach a 
convenient way to develop illustrative specific 
control objectives and examples of specific control 
procedures and techniques.“* Some companies 
might use a transaction cycle approach in reviewing 





“See Securities Exchange Act Release No. 14970 
(43 FR 31945), July 18, 1978, which includes a 
discussion of previous Commission actions 
regarding audit committees. 


‘SReport of the Special Advisory Committee on 
Internal Accounting Control, AICPA, 1979, p. 8. 


“See Report of the Special Advisory Committee on 
Internal Accounting Control, AICPA, 1979, p. 12. 
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the system; others might organize a review of the 
system by functional area within the organization or 
use some other approach or combination of 
approaches. Regardless of the way in which the 
review of the system is organized, however, the 
specific controi objectives which are appropriate for 
the company, and the specific control procedures 
and individual environmental factors which should 
contribute to achievement of those specific 
objectives, should be identified and considered. 


The fourth conceptual element of an evaluation of a 
system of internal accounting control might be 
characterized as monitoring compliance with 
control procedures. Management should have 
reasonable assurance not only that the system of 
internal accounting control is appropriately 
designed, but also that it is functioning as designed. 
Such a monitoring system is itself an integral part of 
the overall internal accounting control system of the 
company. 


In addition, employee knowledge that adherence to 
company policies and procedures will be monitored 
is an important element of the control environment. 
Monitoring compliance with control procedures may 
take place through observation and supervision, as 
well as through the testing of controls in effect. An 


objective, effective internal audit function can play 
an important role in monitoring compliance. 


The final conceptual element of an evaluation of a 
system of internal accounting control might be 
characterized as determination of reasonable 
assurance. Determining whether reasonable 
assurance of achievement of control objectives is 
provided often will depend in part upon information 
estimates and judgments by management, a 
process which may depend in large measure on 
adequate documentation of the system of internal 
accounting control and of management reviews of it. 


2. Documentation 


The Commission continues to believe — as set forth 
in the proposing release — that appropriate 
documentation is important to an evaluation of 
internal accounting control. However, a number of 
commentators interpreted the Commission’s 
discussion of documentation as effectively 
prescribing minimum documentation standards. 
That was not, and is not, the Commission’s intent. 
The appropriate scope and nature of documentation 
must be determined in the context of the 
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circumstances of each issuer. Those determinations 
are themselves among the cost-benefit judgments 
involved in the concept of reasonable assurance. 


The overall control environment often will be 
enhanced by written policies and procedures, 
formalized reporting responsibilities within the 
organization, and written descriptions of authority 
and_ responsibility. Documentation of specific 
control objectives and of the control elements in 
place which should contribute to achieving those 
objectives may often be necessary to perform an 
effective review of a system of internal accounting 
control; documentation of tests of controls in effect 
may be necessary to determine that the tests were 
appropriately planned and performed, that the 
results of the tests were appropriately considered, 
and that appropriate action was taken by 
management in response to that consideration. 


In addition, because of the judgmental aspects of 
cost-benefit analyses, documentation of the bases 
for management’s conclusions with respect to 
reasonable assurance considerations may be 
particularly important in some instances. As the 
Commission has repeatedly recognized, no system 
of internal accounting control can be made fail-safe; 
the test of “reasonable assurance” does not call for 
absolute assurance. Nevertheless, management 
also must recognize that it is typically only after the 
fact of system failure or circumvention that the 
question of whether the system provided reasonable 
assurance will most likely come under scrutiny, and 
that management would be in the best position to 
have the business, accounting, and legal judgments 
previously made by itself and its professional 
advisors afforded some presumption of regularity 
and reasonableness if the reasoning of its cost- 
benefit analysis was supported by full information as 
evidenced by appropriate and persuasive 
documentation not only of the system of internal 
accounting control, but also of management's 
ongoing review and evaluation of it. 


3. Performance of Ongoing Evaluation Procedures 


Because of the interaction of numerous factors both 
within and outside the organization which affect the 
choice of control procedures necessary to obtain 
reasonable assurance that the broad objectives of 
internal accounting control have been achieved, 
control systems are necessarily dynamic. Asa result 
of this dynamic nature, as well as the possibilities 
that controls may be circumvented or overridden 
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and that compliance with control procedures may 
deteriorate, evaluation of any system of internal 
accounting control requires ongoing review of the 
system and monitoring compliance with control 
procedures. 


The Commission recognizes that many registrants 
may conclude that maintenance of review and 
monitoring procedures which will be sufficient to 
obtain reasonable assurance that the objectives of 
internal accounting control are achieved does not 
require performance of all such procedures at all 
locations in each reporting period. Because of the 
dynamic nature of internal accounting control and 
the resultant continuing nature of the evaluation 
process, the extent and timing of the review and 
monitoring of a system of internal accounting 
control are among the cost-benefit judgments 
involved in the concept of reasonable assurance by 
which an overall system of internal accounting 
control must be assessed. 


B. Content of Management Statements 


1. Assessment of the Effectiveness of Internal 
Accounting Control 


The Commission’s rule proposal to require a 
management statement on internal accounting 
control was based on the premise — articulated by 
the Cohen Commission, the FEI, and the AICPA’s 


Special Advisory Committee on Reports by 
Management — that a management report should 
contain management’s assessment of the 
effectiveness of its system of internal accounting 
control. The rule proposal reflected the 
Commission’s agreement with the conclusion of the 
Cohen Commission and the FEI that such an 
assessment is likely to provide useful information to 
users of financial information. The Commission 
continues to believe that it would be difficult to 
conclude that a management statement provides 
useful information about a company’s system of 
internal accounting control in the absence of a 
management’s opinion on the system's 
effectiveness. 


In proposing to require a statement of management 
on internal accounting control, the Commission 
emphasized that the management statement which 
would be required would extend to reasonable 
assurances of achievement of the broad objectives 
of internal accounting control, witout regard to 
traditional notions of materiality. Many 
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commentators, including many who expressed 
general support for a required statement of 
management on internal accounting control, 
suggested that the disclosure value of the 
management statement would be enhanced if its 
focus were limited to material matters. They 
contended that the requirements of the FCPA — 
which contains no materiality limitation — should 
not dictate the scope of a disclosure rule; rather, they 
suggested that the management statement should 
be limited to material information since disclosure 
of nonmaterial weaknesses in internal accounting 
control could be confusing and possibly misleading. 


The Commission wishes to reemphasize the fact that 
the internal accounting control provisions of the 
PCPA are not limited by a standard of materiality. 
Those provisions require the design and 
maintenance of a system of internal accounting 
control which provides reasonable assurance of 
achievement of the objectives of internal accounting 
control. However, the Commission does recognize 
that certain weaknesses in internal accounting 
control are more significant than others. Therefore, 
the Commission believes that, for disclosure 
purposes, the focus of such a management 
statement should encompass, at a minimum, the 
adequacy of the issuer’s controls over matters about 
which shareholders reasonably should be 
informed.*® 





4SThis is not, of course, to say that existing reporting 
requirements under the federal securities laws 
might not call for mandatory disclosure of internal 
accounting control difficulties in certain 
circumstances. For example, under appropriate 
circumstances, in the course of making required 
disclosure concerning significant and unexpected 
occurrences — such as an extraordinary end of year 
loss or inventory adjustment — the issuer should 
consider the need to discuss the state of its internal 
accounting control system in describing and 
explaining the nature and causes of the otherwise 
disclosable event. See also note 48, infra. 


46Securities Exchange Act Release No. 15772 at 
26704, 44 FR. 


47See discussion of documentation, supra. 
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2. The Concept of Reasonable Assurance 


A number of commentators apparently assumed 
that the proposed rules would have required an 
opinion by management as to whether internal 
accounting controls were perfect or “fail-safe.” As 
noted above, such a standard of absolute assurance 
is not required by the FCPA and was not intended by 
the rule proposal. Rather, the criterion of reasonable 
assurance contemplates that controls will be 
devised and maintained to the extent that their 
benefits (consisting of reductions in the risks of not 
achieving the objectives of internal accounting 
control) exceed their costs. 


As discussed in the proposing release, the rule 
proposals were based upon a criterion of 
“reasonable assurance”: 


The concept of reasonable, as opposed to 
absolute, assurance is incorporated in the 
proposed rules in recognition that it is not inthe 
interest of shareholders for the cost of internal 
accounting control to exceed the benefits 
thereof. Such benefits, and in many cases such 
costs, are not likely to be precisely quantifiable. 
Therefore, many decisions on reasonable 


assurance will necessarily depend in part on 
estimates and judgments by management 


which are reasonable under 
circumstances.*® 


the 


As the Commission also recognized, decisions on 
reasonable assurance will necessarily depend in 
part on estimates and the exercise of informed 
judgment by management.’” Consideration of the 
benefits of internal accounting control generally will 
involve some degree of estimation of the possible 
effects and the likelihood of occurrence of various 
future conditions and events. In addition, the 
benefits to be considered often may include not only 
quantitative benefits, such as reduction in exposure 
to theft of assets, but also qualitative benefits, such 
as the preservation of the reputation of the company 
and its management. 


For example, the benefits to be considered in 
connection with evaluating controls intended to 
prevent bribes and other illegal or questionable 
payments cannot be measured solely by the 
amounts of such payments which might be 
prevented. Rather, the relationship between illegal 
payments and other questionable activities — 
whether or not the amounts are significant—and the 
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reputation of the company and the integrity of its 
management is a significant benefit to be 
considered.*® 


The Commission recognizes that placing a value on 
such qualitative factors will almost invariably involve 
judgrnents by management. The Commission also 
believes that it may be appropriate for management 
statements on internal accounting control to discuss 
and explain the concept of “reasonable assurance” 
and its limitations in the context of communicating 
management’s assessment of its system of internal 
accounting control. 


3. Objectives of Internal Accounting Control and 
Control Procedures and Techniques 


The proposed management statement on internal 
accounting control was based upon the broad 
objectives stated in the FCPA. In this regard, the 
Commission notes that the Cohen Commission, the 
AICPA’s Special Advisory Committee on Reports by 
Management, the AICPA’s Special Advisory 
Committee on Internal Accounting Control, and a 
substantial majority of private publications on 
internal accounting control, and of voluntary 
management reports which discuss the objectives of 
internal accounting control, all paraphrase the same 
broad objectives which were adopted in the FCPA — 
often in terms of authorization of transactions, 
safeguarding of assets, and accounting or 
preparation of reliable financial statements. 
Similarly, the Commission encourages registrants to 
describe the objectives of internal accounting 
control in terms they believe wil! be most informative 
to users of their management statements. It should, 
however, be emphasized that each of the objectives 
of internal accounting control is equally important 
under the FCPA, and that the Commission believes 
that each should be addressed in management 
statements. 


Control procedures and techniques which will 
provide reasonable assurances of achievement of 
the broad objectives of internal accounting control 
must be determined in the context of the 
circumstances of each issuer. In this connection, it 
is important to emphasize that the scope of internal 
accounting control cannot be defined in terms of 
types of control procedures or in terms of 
organizational or functional departments. Factors 
within an organization which affect the achievement 
of the objectives of internal accounting control 
should be considered in evaluating the effectiveness 


Volume 20, No. 4, June 24, 1980 


of a system of internal accounting control and may 
often include factors which also are concerned with 
what the authoritative auditing literature defines as 
“administrative control.’*9 


The AICPA’s Special Advisory Committee on Internal 
Accounting Control emphasized the importance of 
factors in addition to specific internal accounting 
control procedures: 


Internal accounting controls cannot be 
evaluated in a vacuum. Several factors have a 
significant impact on the selection and 
effectiveness of a company’s accounting 
control procedures and techniques. 


The committee has found the term “internal 
accounting control environment” to be a 
convenient way to describe these factors. Some 
are Clearly visible, like a formal corporate 
conduct policy statement or an internal audit 
function. Some are intangible, like the 
competence and integrity of personnel. Some, 
like organizational structure and the way in 
which management communicates, enforces 
and reinforces policy, vary so widely among 
companies that they can be contrasted more 
easily than they can be compared. 


Although it is difficult to measure the 
significance of each factor, it is generally 
possible to make an overall evaluation. The 
committee believes that an overall evaluation 
of a company’s internal accounting control 
environment is a necessary prelude to the 
evaluation of control procedures and 
techniques. 


A poor control environment would make some 
accounting controls inoperative for all intents 
and purposes because, for example, 





48See generally Report of the Securities and 
Exchange Commission on Questionable and Illegal 
Payments and Practices Submitted to the 
Committee on Banking, Housing and Urban Affairs, 
United States Senate (May 12, 1976). 


49See Statement on Auditing Standards No. 1, AICPA, 
Section 320.27, for the definition of “administrative 
control.” That Statement also recognizes, in Section 
320.29, that administrative controls and accounting 
controls are not mutually exclusive. 
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individuals would hesitate to challenge a 
management override of a specific control 
procedure. On the other hand, a strong control 
environment, for example, one with tight 
budgetary controls and an effective internal 
audit function, can significantly complement 
specific accounting control procedures and 
techniques.°° 


The Commission concurs with the foregoing 
statements of the Special Advisory Committee 
regarding the importance of the control environment 
to the effectiveness of a system of internal 
accounting control. The Commission also agrees 
that, in addition to the overall importance of the 
control environment, individual environmental 
factors, such as strong budgetary controls and an 
effective, objective internal audit function, can 
contribute directly to achievement of internal 
accounting control objectives and should be 
considered in evaluating whether reasonable 
assurances of achievement of such objectives are 
provided. 


4. Period Covered by Management Statement 


The proposed rules would have required that, for 
periods ending after December 15, 1980 for which 
audited statements of income are required, the 
management opinion extend to conditions which 
existed throughout the period. This parallels the 
requirement under the FCPA to “devise and 
maintain” an effective system of internal accounting 
contro! (emphasis added). 


Many commentators, including those who 
expressed general support for a required statement 
of management on internal accounting control, 
recommended that the management opinion be 
limited to conditions existing as of a point in time, 
such as the date of the most recent balance sheet or 
the date the report containing the management 
statement is issued or filed. They questioned the 
disclosure value of weaknesses in_ internal 
accounting control which had been corrected, 
maintaining that disclosure of corrected 
weaknesses would be confusing and possibly 
misleading. 


It is important to distinguish the merits of these 
comments, as they relate to disclosure, from the 
necessity to maintain an effective system of internal 
accounting control. In order both to comply with the 
FCPA, and as a matter of sound management, 
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effective internal accounting control is essential on 
an ongoing basis. In addition, ongoing review of the 
system of internal accounting control and 
monitoring compliance with control procedures are 
necessary to the maintenance of an effective system 
of internal accounting control as well as to provide an 
adequate basis for any management statement 
about such effectiveness — whether that statement 
relates to conditions existing as of a point in time or 
during a period. Indeed, an integral part of any 
system of internal accounting control is the capacity 
and determination to monitor, evaluate, and assess 
the system on an ongoing basis as well as to take 
appropriate action concerning it where indicated. 


The Commission recognizes, however, that some 
issuers may prefer, at least initially, to report only as 
of a point in time. For disclosure purposes, the 
Commission believes that there is value in providing 
management statements which address the 
effectiveness of internal accounting control systems 
only as of a recent date. Such reporting, moreover, 
would not share the disincentive to prompt 
correction of internal accounting control 
weaknesses, or to making necessary control 
improvements which come to light as a result of an 
issuer’s ongoing review and monitoring of its control 
system, that many commentators argued would be 
presented by the Commission’s proposed 
requirement for a management statement which 
covered the entire period and discussed all internal 
accounting control weaknesses which existed 
during the period, including corrected ones.*! 


5. Other Matters to be Discussed in a Management 
Report 


As noted above, a number of commentators 
supported the concept of a comprehensive 
management report—such as that recommended 
by the Cohen Commission, the FEI, and the AICPA’s 
Special Advisory Committee on Reports by 
Management — which includes but is not limited to, 
an assessment of the effectiveness of the system of 
internal accounting control. They suggested that a 





‘Report of the Special Advisory Committee on 
Internal Accounting Control, AICPA, 1979, p. 12. See 
generally pp. 12-19 for a discussion of the control 
environment. 


51See also note 45, supra. 
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comprehensive management report would contain 
more of the information needed by financial 
statement users than would the limited statement of 
management on internal accounting control 
proposed by the Commission, and that an 
assessment of the effectiveness of internal 
accounting control would be more informative when 
discussed in this broader context. 


A major reason for the Commission’s determination 
not to require a statement of management on 
internal accounting control at this time is to promote 
innovation and experimentation in disclosure — 
trends which the Commission has encouraged in 
various other areas and with respect to disclosure in 
general. The Commission encourages registrants to 
provide management reports which include, in 
addition to an assessment of the effectiveness of 
internal accounting control, whatever information 
and discussion of related matters which they believe 
will make such an assessment most informative. 


The Commission notes that the recommendations of 
the Cohen Commission, the FEI, and the AICPA’s 
Special Advisory Committee on Reports by 
Management for the content of a management 
report include, in addition to an assessment of the 
effectiveness of internal accounting control, many 
matters which may be very directly related to such 
effectiveness, including: 


eDescription of management's responsibility for 
preparation of financial statements and other 
reported financial information; 


eDescription of the work of the company’s audit 
committee of the board of directors; 


Description of the work of the company’s internal 
auditors; and 





52See Statement on Auditing Standards No. 20, 
AICPA. 


53A “material weakness” is defined in Statement on 
Auditing Standards No. 1, AICPA, Section 320.68, as 


[a] condition in which the auditor believes the 
prescribed procedures or the degree of compliance 
with them does not provide reasonable assurance 
that errors or irregularities in amounts that would be 
material in the financial statements being audited 
would be prevented or detected within a timely 
period by employees in the normal course of 
performing their assigned functions. 
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Description of codes of conduct and assessment of 
compliance therewith. 


Additionally, published management reports have 
included discussions of other related matters, such 
as: 


eThe importance of other elements of the control 
environment, including the organizational structure, 
communication of corporate policies and 
procedures and authority and responsibility, the 
competence and training of personnel, and 
accountability for performance and for compliance 
with policies and procedures; 


eThe general approach applied in reviewing and 
evaluating internal accounting controls; and 


eThe extent to which internal control review and 
monitoring procedures are performed. 


In addition, the Commission encourages registrants 
to provide comprehensive management reports 
concerning management responsibilities for 
accounting, control and financial reporting in 
general. In the course of such reports, in addition to 
explaining the respective responsibilities of 
management and the corporation’s independent 
public accountant in relation to the issuer’s financial 
statements, management should also consider 
discussing the role which independent accountants 
play or have played in the internal accounting 
control system of the issuer. 


Il. INVOLVEMENT OF 
INDEPENDENT ACCOUNTANTS 


Proposed Item 7(b) of Regulation S-K would have 
required that the public statements of management 
on internal accounting control as of dates after 
December 15, 1979 and prior to December 16, 1980 
include a description of any “material weaknesses” 
in internal accounting control which had been 
communicated by the independent accountants of 
the registrant or its subsidiaries and which had not 
been corrected and a statement of the reasons why 
they had not been corrected. Under present auditing 
standards,” the responsibility of an independent 
public accountant for reporting on the results of the 
review and evaluation of internal accounting control 
performed in connection with an examination of 
financial statements is limited to reporting to 
management and the board of directors or audit 
committee “material weaknesses” which came to 
the accountant’s attention.°? 
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This approach was to be required only for the initial 
year since it was also proposed that an examination 
and public report by an independent public 
accountant of the statement of management on 
internal accounting control would be required for 
periods ending after December 15, 1980. That latter 
proposal is, of course, also being withdrawn by the 
Commission at this time. 


The Commission’s decision to withdraw, at this time, 
the proposals for such management descriptions of 
auditor-comm«'nicated material weaknesses and for 
an examination and public report by an independent 
public accountant of the statement of management 
on internal accounting control is based in parton the 
extent of auditors’ present involvement with internal 
accounting control in connection with audits of 
financial statements — through both their 





Footnote 53 continued 


The Auditing Standards Board has proposed (see 
note 38, supra) to amend this definition, to read as 
follows: 


A material weakness in internal accounting control 
is a condition in which the specific control 
procedures or the degree of compliance with them 
does not reduce to a relatively low level the risk that 
errors or irregularities in amounts that would be 
material in relation to the financial statements being 
audited may occur and not be detected within a 
timely period by employees in the normal course of 
performing their assigned functions. 


Statement on Auditing Standards No. 8, AICPA. 


Certain commentators suggested that it is not clear 
that Statement on Auditing Standards No. 8 would 
apply to an omission (as opposed to a misstatement) 
of disclosure of an internal accounting control 
weakness in a statement of management on internal 
accounting control. The Commission encourages 
the Auditing Standards Board to take whatever 
action is necessary to make clear that the provisions 
of the Statement are applicable to such omissions. 


°°See notes 45 and 48, supra, for guidance in 
determining whether or not a particular fact is 
material. 


°’Auditor withdrawal from an engagement would, of 


course, Call for appropriate disclosure by the issuer 
on Form 8-K. 
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responsibilities under Statement on Auditing 
Standards No. 20 to report “material weaknesses” in 
internal accounting control and their responsibilities 
under Statement on Auditing Standards No. 8% to 
read other information in a document containing 
audited financial statements and to inform their 
clients of any such information which they believe is 
a material inconsistency or material misstatement 
of fact — and on the Commission’s expectation of 
enhanced voluntary or private-sector initiated 
auditor association with internal accounting control 
in the near future. 


A. Existing Auditor Involvement 


SAS No. 20 presently requires independent public 
accountants to communicate to management and 
any audit committee “material weaknesses” in the 
issuer’s internal accounting control system which 
come to their attention in the course of their audit of 
the issuers’ financial statements. Proposed Item 
7(b) would have required management to describe 
publicly such material weaknesses which were 
communicated to it and which remained 
uncorrected. 


Moreover, under SAS No. 8, auditors are presently 
required to read, among other things, a 
management statement or management report 
included in adocument containing audited financial 
statements and to inform the registrant of anything 
therein which the auditor concludes is a material 
inconsistency or material misstatement of fact.% 
Where a management statement includes an 
assessment of the effectiveness of internal 
accounting control, the auditor is required to inform 
the registrant of any information of which he is aware 
— including weaknesses in internal accounting 
control — which would render such information in 
the management statement materially misstated.*® 
Similarly, when a management statement includes a 
discussion of matters in support of or in addition to 
management's assessment of the effectiveness of 
internal accounting controls, the auditor is again 
required to inform the registrant of any material 
inconsistencies or material misstatements of fact 
contained therein. In the event that the issuer fails to 
correct such misstatements when informed of them, 
SAS No. 8 requires the auditor to take appropriate 
steps to ensure disclosure, or, failing that, to 
consider other action, including withdrawing from 
the engagement.°’ 
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B. Examinations by 
Accountants 


Independent Public 


Proposed Item 7(c) of Regulation S-K would have 
required that, for periods ending after December 15, 
1980, the statement of management on internal 
accounting control be examined and reported on by 
an independent public accountant. Proposed Item 
7(c) specified that the examination be sufficient to 
enable the independent public accountant to 
express an opinion as to (1) whether the 
representations of management in response to 
proposed Item 7(a) are consistent with the results of 
management's evaluation of the systems of internal 
accounting control, and (2) whether such 
management representations are, in addition, 
reasonable with respect to transactions and assets 
in amounts which would be material when measured 
in relation to the registrant’s financial statements. 
The proposed examination by an independent 
public accountant of the statement of management 
on internal accounting control would, therefore, 
have required expansion of the independent public 
accountant’s present responsibilities with respect to 
internal accounting control. 


The Commission indicated in the proposing release 
that it was aware that requiring such an expansion of 
responsibilities at this time would probably result in 
additional costs to registrants, but that it believed 
that any additional costs of the proposed 
examination by an independent public accountant 
would be outweighed by the increased reliability of 
the statement of management which would result 
from such examination. Since the benefits of the 
proposed examination by an independent public 
accountant are not subject to quantification, and the 
measurement of costs includes many variables 
which are highly uncertain, the Commission 
specifically requested comments on the costs and 
benefits involved, including possible alternatives to 
the proposed scope of such examination. 


Commentators were almost unanimously opposed 
to the requirement contained in proposed Item 7(c). 


Virtually all who provided specific comments 
believed that the costs of requiring the proposed 
examination by an independent public accountant 
at this time would be very substantial and would far 
exceed the possible benefits of such a requirement. 





58See notes 52 and 53, supra. 
59See note 54, supra. 
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Many of these commentators maintained that, 
although the auditor’s purpose in reviewing and 
evaluating internal accounting control in connection 
with an examination of financial statements is not to 
determine whether the broad objectives of internal 
accounting control have been achieved, but rather to 
form a basis for determining the scope of such 
examination, registrants’ auditors are typically very 
knowledgeable about the effectiveness of 
registrants’ systems of internal accounting control. 
They also maintain that, based on that knowledge 
and the auditor's existing responsibilities under SAS 
No. 20° and under SAS No. 8,°° the incremental 
benefits of the proposed examination would not be 
significant. Similarly, many suggested that the 
additional costs which would result from the 
proposed examination, while resulting in little or no 
benefit, would be substantial. Specifically, they 
maintained that significant costs would result from 
the necessity to review management’s procedures 
for reviewing, monitoring, and evaluating the system 
of internal accounting control, and the results 
thereof, as they relate to nonmaterial matters, and 
from the necessity to duplicate review and testing 
performed by the registrant. 


Finally, a number of commentators maintained that, 
considering the subjective nature of the benefits of 
an examination by an independent accountant of the 
statement of management on internal accounting 
control, the present lack of any empirical base for 
estimating the costs thereof, and the current 
consideration by the AICPA’s Auditing Standards 
Board of standards for voluntary public reports by 
independent accountants on internal accounting 
control, consideration of a requirement for an 
examination is premature. They argued for deferral 
of Commission action pending evaluation of the 
results of voluntary engagements and private-sector 
initiatives. 


The Commission continues to believe, however, that 
significant involvement of independent accountants 
in the process of evaluating and reporting on internal 
accounting control systems is important. The 
Commission’s decision not to require, at this time, 
such public auditor involvement has been 
influenced by commentator indications that the 
costs of such involvement would be substantial and 
would outweigh the benefits of reliability and user 
confidence which the Commission cited as possible 
justification for such a requirement. 


The Commission also believes, however, that 
monitoring over a three-year period of private-sector 
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initiatives and voluntary auditing engagements to 
evaluate and publicly report on systems of internal 
accounting control would better enable it to assess, 
at that time, both the costs and benefits of such 
examinations, as well as the need for a Commission 
requirement concerning such involvement. As 
presented by the commentators, the costs of auditor 
examinations of and reports on issuer systems of 
internal accounting control are presently uncertain 
but substantial. Adoption by the Auditing Standards 
Board of its proposed Statement on Auditing 
Standards on “Reporting on Internal Accounting 
Control”® should, however, provide a framework in 
which the Commission can monitor and evaluate not 
only the voluntary efforts of registrants to engage 
independent accountants to examine and publicly 
report on their systems of internal accounting 
control, but also the costs of such examinations. 
Such an ongoing Commission effort could, thus, 
provide it with more reliable current cost data 
reflecting, over time, both the developing theory and 
practice of internal accounting control, as well asthe 
growing auditor experience with examinations of 
internal accounting control systems. Similarly, tothe 
extent that future system failures evidence the 
possibility that benefits may accrue from enhanced 
auditor involvement over and above those which 
were presently anticipated by commentators, the 
Commission would have a further basis on which to 
reassess its decision on independent auditor 
involvement in light of the then indicated need for 
additional measures to ensure the credibility and 
assurances intended to be provided by issuers’ 
systems of internal accounting control. Accordingly, 
the Commission believes that its monitoring effort 
will make it possible for it to revisit this issue on the 
basis of greater certainty concerning costs and 
benefits than that which commentators asserted 
exists today, and the Commission can be expected to 
reevaluate its decision concerning independent 
auditor involvement with internal accounting control 
systems in light of the extent to which private-sector 
initiatives and voluntary auditor engagements have 
satisfied those Commission concerns which 
presently exist or which may exist at that time. 


IV. CONCLUSION AND REQUEST 
FOR FURTHER COMMENT 





6°See note 38, supra. 
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The Commission is taking today’s action in response 
to commentators’ encouraging assurances of 
developing voluntary and private-sector initiatives 
concerning management statements on internal 
accounting control and enhanced auditor 
involvement with such statements. Indeed, the 
Commission continues to believe that management 
disclosure concerning, and auditor involvement 
with, issuers’ systems of internal accounting control 
have important values that can be achieved without 
undue cost or other burdens. 


Accordingly, in withdrawing these rule proposals at 
this time, the Commission stresses that it will 
monitor carefully voluntary and_ private-sector 
developments in this area, and that it fully expects 
those initiatives to continue. Based upon the 
assurances of further voluntary initiatives 
communicated by so many commentators and 
others, the Commission expects that significant 
progress will be made in 1980 and over the next 
couple of years, and it presently intends to formally 
revisit these questions by the spring of 1982 based 
upon three years of analysis of such voluntary 
efforts. 


In that regard, the Commission hereby invites 
additional public comment on the issues discussed 
in this withdrawing release. In order to supplement 
the Commission’s own monitoring and analysis of 
the voluntary progress being made and the need for 
Commission action in this area, the Commission 
specifically encourages commentators to provide it 
with any additional views and data which would be of 
use to the Commission over the course of the 
monitoring period. In addition, the Commission is 
also interested in hearing from issuers, accountants, 
and their counsel not only about questions relating 
to management statements on internal accounting 
control and auditor involvement with such 
statements, but also about the guidance which the 
Commission has set forth in this release concerning 
the design, implementation and monitoring of 
internal accounting control systems, including the 
need for documentation, the importance of a proper 
control environment, and the concept of reasonable 
assurance, as well as data on actual costs incurred 
by issuers. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16878/June 6, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE NATIONAL SECURITIES CLEARING 
CORPORATION (File No. SR-NSCC-80-15) 


National Securities Clearing Corporation (“NSCC”) 
submitted a proposed rule change on May 19, 1980, 
pursuant to Rule 19b-4 under the Securities 
Exchange Act of 1934, that would enable 
participants to satisfy their open account 
indebtedness to NSCC (Clearing Fund Requirement) 
by depositing with NSCC Letters of Credit in favor of 
NSCC in such form and drawn on such domestic or 
foreign banks and trust companies as are 
acceptable to NSCC. 


Publication of the submission is expected to be 
made in the Federal Register during the week of June 
9, 1980. Interested persons are invited to submit 
written data, views and arguments concerning the 
submission within twenty-one days from the date of 
publication in the Federal Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-NSCC-80-15. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be 
available for public inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16879/June 6, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY AMERICAN STOCK EXCHANGE, INC. 


File No. SR-AMEX-80-13 
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The American Stock Exchange, Inc. (“Amex”) 
submitted on May 30, 1980, a proposed rule change 
under Rule 19b-4 to amend the Amex Constitution 
and rules to delete the requirement that the 
principal purpose of every member and member 
organization be the transaction of business as a 
broker or dealer in securities. 


Publication of the submission is expected to be 
made inthe Federal Register during the week of June 
9, 1980. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-Amex-80-13. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16880/June 6, 1980 


A notice has been issued giving interested persons 
until June 27, 1980 to comment on Plessey 
Incorporated’s application for withdrawal of its 44% 
Subordinated Convertible Debentures due June 1, 
1993 from listing and registration on the American 
Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16881/June 6, 1980 


In the Matter of Application of the 
PACIFIC STOCK EXCHANGE, INCORPORATED 


FOR UNLISTED TRADING PRIVILEGES 
SECURITIES EXCHANGE ACT OF 1934 


FINDINGS AND ORDER GRANTING APPLICATION 
FOR UNLISTED TRADING PRIVILEGES 


The Pacific Stock Exchange (“PSE”) has filed an 
application with the Commission pursuant to 
Section 12(f)(1)(B) of the Securities Exchange Act of 
1934 (“Act”) and Rule 12f-1 [17 CFR 240.12f-1] 
thereunder, for unlisted trading privileges in the 
following security which is listed on another national 
securities exchange: 


Tandy Corporation 
Common Stock, $1 Par Value (File No. 7-5542)! 


The Commission finds that approval of the PSE’s 
application for unlisted trading privileges in this 
security is consistent with the maintenance of fair 
and orderly markets and the protection of investors. 
As a national securities exchange, registered with 
the Commission pursuant to Section 6 of the Act, the 
PSE is subject to the provisions of paragraph (b) of 
that section, and to the Commission’s inspection 
authority and oversight responsibility under 
Sections 17 and 19 of the Act and the rules and 





‘Notice of this application was given by publication 
in the Federal Register. 45 FR 31565 (May 13, 1980). 
The Commission has received no comments with 
respect to this application. 
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regulations thereunder. In addition, transactions in 
the subject security, regardless of the market in 
which they occur, are reported in the consolidated 
transaction reporting system contemplated by Rule 
17a-15 under the Act [17 CFR 240.17a-15]. The 
availability of last sale information for the subject 
security should contribute to pricing efficiency and 
to ensuring that transactions on the PSE are 
executed at prices which are reasonably related to 
those occurring in other markets. Finally the 
Commission has received no comments indicating 
that the granting of this application would not be 
consistent with the maintenance of fair and orderly 
markets and the protection of investors. The 
Commission further finds that approval of the PSE 
application will provide increased opportunities for 
competition among brokers and dealers and among 
exchange markets consistent with the purposes of 
the Act and the objectives of the national market 
system. 


ACCORDINGLY, IT IS ORDERED, pursuant to Section 
12(f)(1)(B) of the Act, that the application for 
unlisted trading privileges on the Pacific Stock 
Exchange in the above named security is hereby 
approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16882/ June 9, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY AMERICAN STOCK EXCHANGE, INC. 


File No. SR-AMEX-80-14 


The American Stock Exchange, Inc. (“Amex”) 
submitted on June 2, 1980, a proposed rule change 
under Rule 19b-4 to amend Amex Rule 444 to 
eliminate the requirement that members report to 
the Amex unsecured, non-capital borrowings 
aggregating $20,000 or more, and the requirement 
that such borrowings be supervised by a designated 
senior member of the member organization. 
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Publication of the submission is expected to be 
made in the Federal Register during the week of June 
9, 1980. In order to assist the Commission to 
determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-Amex-80-14. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in 
accordance with the provisions of 5 U.S.C. §552, will 
be available for inspection and copying at the 
Commission’s Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. Copies of the filing 
and of any subsequent amendments will also be 
available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16883/June 10, 1980 


NATIONAL SECURITIES CLEARING CORPORATION 
(“NSCC”) (SR-NSCC-77-5) 


ORDER APPROVING PROPOSED RULE CHANGE 


On August 7, 1979, NSCC filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78s(b)(1) (the 
“Act”) and Rule 19b-4 thereunder an amendment to 
a proposed rule change, consisting of an interface 
agreement between NSCC and the Cincinnati Stock 
Exchange. 
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Notice of the amendment to the proposed rule 
change together with the terms of substance of the 
proposed rule change was given by publication of a 
Commission Release (Securities Exchange Act 
Release No. 16592 (February 20, 1980)) and by 
publication in the Federal Register (45 FR 12513 
February 26, 1980). No written comments were 
received by the Commission. 


The Commission finds that the amendment to the 
proposed rule change is consistent with the 
requirements of the Act and the rules and 
regulations thereunder applicable to registered 
clearing agencies, and in particular, the 
requirements of Section 17a of the Act. 


It is therefore ordered, pursuant to Section 19(b)(2) 
of the Act, that the amendment to the proposed rule 
change be approved. The Commission does not, 
however, approve the remainder of the proposed 
rule change. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16884/June 10, 1980 


In the Matter of Application of the 
PACIFIC STOCK EXCHANGE INCORPORATED 


FOR UNLISTED TRADING PRIVILEGES 
SECURITIES EXCHANGE ACT OF 1934 


FINDINGS AND ORDER GRANTING APPLICATION 
FOR UNLISTED TRADING PRIVILEGES 


The Pacific Stock Exchange (“PSE”) has filed an 
application with the Commission pursuant to 
Section 12(f)(1)(B) of the Securities Exchange Act of 
1934 (“Act”) and Rule 12f-1 [17 CFR 240.12f-1] 
thereunder, for unlisted trading privileges in the 
following security which is listed on another national 
securities exchange: 
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Volero Energy Corporation 
Common Stock, $1 Par Value (File No. 7-5520)! 


The Commission finds that approval of the PSE’s 
application for unlisted trading privileges in this 
security is consistent with the maintenance of fair 
and orderly markets and the protection of investors. 
As a national securities exchange, registered with 
the Commission pursuant to Section 6 of the Act, the 
PSE is subject to the provisions of paragraph (b) of 
that section, and to the Commission’s inspection 
authority and oversight responsibility under 
Sections 17 and 19 of the Act and the rules and 
regulations thereunder. In addition, transactions in 
the subject security, regardless of the market in 
which they occur, are reported in the consolidated 
transaction reporting system contemplated by Rule 
11Aa3-1 under the Act [17 CFR 240.11Aa3-1]. The 
availability of last sale information for the subject 
security should contribute to pricing efficiency and 
to ensuring that transactions on the PSE are 
executed at prices which are reasonably related to 
those occurring in other markets. Finally the 
Commission has received no comments indicating 
that the granting of this application would not be 
consistent with the maintenance of fair and orderly 
markets and the protection of investors. The 
Commission further finds that approval of the PSE 
application will provide increased opportunities for 
competition among brokers and dealers and among 
exchange markets consistent with the purposes of 
the Act and the objectives of the national market 
system. 


ACCORDINGLY, IT IS ORDERED, pursuant to Section 
12(f)(1)(B) of the Act, that the application for 
unlisted trading privileges on the Pacific Stock 
Exchange in the above named security is hereby 
approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








‘Notice of this application was given by publication 
in the Federal Register. 45 FR 31565 (May 13, 1980). 
The Commission has received no comments with 
respect to this application. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16885/ June 10, 1980 


In the Matter of Applications of the 
MIDWEST STOCK EXCHANGE, INC. 


FOR UNLISTED TRADING PRIVILEGES 
SECURITIES EXCHANGE ACT OF 1934 


FINDINGS AND ORDER GRANTING APPLICATIONS 
FOR UNLISTED TRADING PRIVILEGES 


The Midwest Stock Exchange (“MSE”) has filed 
applications with the Commission pursuant to 
Section 12(f)(1)(B) of the Securities Exchange Act of 
1934 (“Act”) and Rule 12f-1 [17 CFR 240.12f-1] 
thereunder, for unlisted trading privileges in the 
following securities which are listed on another 
national securities exchange: 


Emerson Radio Corp. 

Common Stock, $.10 Par Value (File No. 7-5521) 
Hexel Corporation 

Common Stock, No Par Value (File No. 7-5522) 
Bay Financial Corp. (Del.) 

Common Stock, No Par Value (File No. 7-5523) 
Sunshine Mining Co. (Del.) 

Common Stock, $.50 Par Value (File No. 7-5524) 
Ocean Drilling & Exploration Co. 

Common Stock, $.50 Par Value (File No. 7-5525) 
International Rectifier Corp. (Del.) 

Common Stock, $1.00 Par Value (File No. 7-5526) 
Southmark Properties 

Common Stock, $1.00 Par Value (File No. 7-5527) 
Bell Industries 

Common Stock, No Par Value (File No. 7-5528) 
Hiram Walker Consumers Home, Ltd. 

Common Stock, $1.00 Par Value (File No. 7-5529) 
State Mutual Investors (Del.) 

Shares of Beneficial Interest, No Par Value (File 

No. 7-5530) 
Patrick Petroleum Company (new) 

Common Stock, $.10 Par Value (File No. 7-5531) 
Realty & Mortgage Investors of the Pacific 

Shares of Beneficial Interest, No Par Value (File 

No. 7-5532) 
Combined International Corporation 

Common Stock, $1.00 Par Value (File No. 7-5533) 
Kyoto Ceramic Co., Ltd. 

ADR representing 2 shares of Common, $0.208 

Par Value (File No. 7-5534) 
Houston Oil Royalty Trust 

Shares of Beneficial Interest, No Par Value (File 

No. 7-5535) 
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Northwest Energy Co. (Utah) 
Common Stock, $1.00 Par Value (File No. 7-5536) 
Deluxe Check Printers, Inc. 


Common Stock, $1.00 Par Value (File No. 7-5537) | 


WICOR Inc. 

Common Stock, $1.00 Par Value (File No. 7-5538) 
Keene Corp. (Del.) 

Common Stock, $.10 Par Value (File No. 7-5539) 
SFN Companies 

Common Stock, $.50 Par Value (File No. 7-5540) 
House of Fabrics, Inc. (Del.) 

Common Stock, No Par Value (File No. 7-5541)! 


The Commission finds that approval of the MSE’s 
applications for unlisted trading privileges in these 
securities is consistent with the maintenance of fair 
and orderly markets and the protection of investors. 
As a national securities exchange registered with the 
Commission pursuant to Section 6 of the Act, the 
MSE is subject to the provisions of paragraph (b) of 
that section, and to the Commission’s inspection 
authority and oversight responsibility under 
Sections 17 and 19 of the Act and the rules and 
regulations thereunder. In addition, transactions in 
the subject securities, regardless of the market in 
which they occur, are reported in the consolidated 
transaction reporting system contemplated by Rule 
11Aa3-1 under the Act [17 CFR 240.11Aa3-1]. The 
availability of last sale information for the subject 
securities should contribute to pricing efficiency 
and to ensuring that transactions on the MSE are 
executed at prices which are reasonably related to 
those occurring in other markets. Finally the 
Commission has received no comments indicating 
that the granting of these applications would not be 
consistent with the maintenance of fair and orderly 
markets and the protection of investors. The 
Commission further finds that approval of the MSE 
applications will provide increased opportunities for 
competition among brokers and dealers and among 
exchange markets consistent with the purposes of 
the Act and the objectives of the national market 
system. 





1Notice of this application was given by publication 
in the Federal Register. 45 FR 32471 (May 16, 1980). 
The Commission has received no comments with 
respect to these applications. 
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ACCORDINGLY, IT 1S ORDERED, pursuant to Section 
12(f)(1)(B) of the Act, that the applications for 
unlisted trading privileges on the Midwest Stock 
Exchange in the above named securities is hereby 
approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16886/June 10, 1980 


A notice has been issued giving interested persons 
until June 30, 1980 to comment on the Philadelphia 
Stock Exchange’s applications for unlisted trading 
privileges in the below listed issues: 


RCA CORPORATION 
$3.65 Preference Stock, $1.00 Par Value 
$2.125 Cumulative Convertible Preference Stock, 
$1 Par Value 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16887/June 10, 1980 


An order has been issued granting the application of 
the New York Stock Exchange, Inc. to strike the 
common stock ($1 Par Value) of the GENERAL 
MEDICAL CORPORATION from listing and 
registration thereon. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16888/June 11, 1980 


OFF-BOARD TRADING RESTRICTIONS 
ACTION: Final rule. 


SUMMARY: The Commission announces the 
adoption of a rule which amends the rules of national 
securities exchanges which limit or condition the 
ability of members of those exchanges to effect 
transactions otherwise than on an exchange in 
securities which are traded on those exchanges. The 
adopted rule will prevent those exchange rules from 
applying to certain securities which were not traded 
on an exchange on April 26, 1979, or which were 
traded on an exchange on April 26, 1979, but fail to 
remain traded on an exchange for any period of time 





117 CFR §240.19c-3. 


215 U.S.C. §§78a et seg., as amended by the 
Securities Acts Amendments of 1975 (“1975 
Amendments”), Pub. L. No. 94-29 (June 4, 1975), 89 
Stat. 97, [1975] U.S. Code Cong. & Ad. News 97. 


3The Rule defines the term “reported security” to 
mean “any security or class of securities for which 
transaction reports are collected, processed and 
made available pursuant to an effective transaction 
reporting plan.” Rule 19c-3(b)(4). Transaction 
reports and last sale data for reported securities are 
reported in the consolidated transaction reporting 
system (“consolidated system”) contemplated by 
Rule 11Aa3-1 under the Act[17 CFR §240.11Aa3-1]. 


4See Securities Exchange Act Release No. 16889 
(June 11, 1980). 


°See Securities Exchange Act Release No. 13662 
(June 23, 1977) (“June Release”), 42 FR 33510. In 
January 1978, the Commission deferred a final 
decision on Rule 19c-2 pending evaluation of 
industry and self-regulatory responses to national 
market system initiatives announced by the 
Commission. See Securities Exchange Act Releasse 
No. 14416 (January 26, 1978), at 38-41, 43 FR 4354, 
4359-60. See also Securities Exchange Act Release 
Nos. 15376 (December 1, 1978) and 15671 (March 
22, 1979), 43 FR 58664, 44 FR 20360. 
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thereafter. In conjunction with the adoption of this 
rule, the Commission also announces 
implementation of a program to monitor the 
operation and effects of the rule and its intention to 
publish periodic reports of the findings of such a 
monitoring program in order to provide an empirical 
basis for public comment on the advisability of 
further regulatory action. 


EFFECTIVE DATE: Thirty days after publication of 
this release in the Federal Register. 


FOR FURTHER INFORMATION CONTACT: Bruce 
Beatt (202-272-2888), Room 390, Division of 
Market Regulation, or Roger W. Marshall (202-523- 
5612), Directorate of Economic and Policy Analysis, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today announced the 
adoption of Rule 19c-3 (“Rule”)! under the 
Securities Exchange Act of 1934 (“Act”),? which 
amends existing rules of national securities 
exchanges (“exchanges”) which limit or condition 
the ability of members of those exchanges to effect 
transactions otherwise than on an exchange in 
securities which are listed or admitted to unlisted 
trading privileges on those exchanges (“off-board 
trading restrictions”). Specifically, Rule 19c-3 will 
preclude off-board trading restrictions from 
applying, with certain exceptions, to any reported 
security? (1) which was not traded on an exchange 
on April 26, 1979, or (2) which was traded on an 
exchange on April 26, 1979, but which ceases to be 


traded on an exchange for any period of time 
thereafter. 


In view of the adoption of Rule 19c-3, the 
Commission does not expect to take further action in 


the near future with respect to off-board trading 
restrictions generally. 


Accordingly, the Commission has also determined 
to withdraw an earlier Commission proposal still 
outstanding with respect to off-board trading rules, 
proposed Rule 19c-2 under the Act.’ That proposal, 
which was published in June 1977, would have 
eliminated all remaining exchange restrictions on 
(1) off-board principal transactions and (2) “in- 
house agency crosses,” i.e., off-board agency 
transactions in which a member acts as agent for 
both buyer and seller in the same transaction, with 
respect to reported securities.® The Commission has 
determined not to withdraw the alternative 
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overreaching rules, proposed Rules 15c5-1[A], 
15c5-1[B], 15c5-1[C] and 15c5-1[D], published in 
connection with proposed Rule 19c-2.° 


Rule 19c-3 will become effective thirty days 
following publication of this release in the Federal 
Register. Because of the significance of concerns 
raised in connection with the Rule, the Commission 
expects the self-regulatory organizations, 
particularly the National Association of Securities 
Dealers, Inc. (“NASD”), to scrutinize closely the 
behavior of market participants in securities subject 
to the Rule. In addition, the Commission itself 
intends to conduct a comprehensive monitoring 
program with respect to the operation of the Rule 
and to issue periodic reports describing the results 
of that program.’ Further, and in addition to its 
periodic review of the impact of Rule 19c-3, the 
Commission expects to reexamine the issues 
associated with Rule 19c-3 and exchange off-board 
trading restrictions generally, to the extent and at 
such times as appears appropriate in the light of 
developments in the markets. 


|. Introduction 


On April 26, 1979, the Commission published a 
release (“Release”) announcing the _ instant 
proceeding, including public hearings, to consider 
rulemaking to amend off-board trading restrictions.® 
In the Release, the Commission proposed for 
comment Rule 19c-3, which would prevent off-board 
trading restrictions from applying to any equity 
security or class of equity securities, or, 
alternatively, to any reported security,’ (1) which was 
not traded on an exchange on April 26, 1979,'° or 
(2) which was traded on an exchange on April 26, 
1979, but which ceases to be traded on any 
exchange for any period of time thereafter (“Rule 
19c-3 Securities”). 


In the Release, the Commission reiterated the 
conclusion it had reached in prior proceedings" that 
off-board trading restrictions impose burdens on 
competition. In addition, the Commission indicated 
its belief that, although it had not yet completed its 
deliberations with respect to whether the 
anticompetitive effects of remaining off-board 
trading restrictions as a general matter are 
outweighed by the purposes served by those 
restrictions, it was concerned that, as a 
consequence of new listings, off-board trading 
restrictions were continuously being extended to an 
ever-increasing number of securities (most of which 
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were traded exclusively in the over-the-counter 
market), thereby precluding the possibility of 
competition between the over-the-counter market 
and exchange markets. The proposal of the Rule was 
therefore designed to preserve existing competition 
and maintain the status quo regarding the effects of 
off-board trading restrictions pending a final 
determination with respect to off-board trading 


restrictions generally, as contemplated by proposed 
Rule 19c-2. 


In announcing its proposal of the Rule, the 
Commission took care to distinguish the potential 
impact of the adoption of Rule 19c-3 from that of 
proposed Rule 19c-2. In particular, the Commission 
observed that Rule 19c-3 would apply primarily to 
securities for which there was a preexisting over-the- 
counter market; since a significant percentage of the 
over-the-counter market making activity in those 





®As noted infra, adoption of one or more of those 
alternative proposals may prove necessary to 
counter adverse consequences of Rule 19c-3 or 
otherwise in furtherance of the purposes of the Act. 
See notes 54 and 839, infra. 


’For a complete description of the scope and content 
of the Commission’s monitoring program, see text 
accompanying notes 82-83, infra. 


8See Securities Exchange Act Release No. 15769 
(April 26, 1979), 44 FR 26688. In the Release, the 
Commission reviewed prior Commission action 
concerning off-board trading restrictions and the 
concerns which led the Commission to initiate a 
proceeding. See id. at 5-8, 44 FR at 26688-89. 


°For a discussion of the Commission’s determination 
to limit the scope of the Rule to reported securities, 
see text accompanying notes 73-76 infra. 


The Commission specifically requested comment 
on the propriety of making the Rule applicable as of 
the date of the proposal of the Rule. See Release, 
supra note 8, at 3 n.2, 44 FR at 26688 n.2. However, 
the Commission did not receive any comment in 
response to this request. 


See Securities Exchange Act Release No. 11942 
(December 19, 1975) (“December Release”), at 5-7, 
41 FR 4507, 4509; June Release, supra note 5, at 36- 
38, 42 FR at 33514. 
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securities is accounted for by firms which are also 
exchange members, the effect of listing these 
securities would be the virtual extinction of this over- 
the-counter market. In contrast, proposed Rule 19c- 
2 would have applied primarily to securities which 
were already traded in an exchange environment 
and, in part because of the effects of off-board 
trading restrictions, for which there is currently only 
an insignificant over-the-counter market. Similarly, 
the Commission observed that Rule 19c-3, since it 
would apply to only a limited number of securities, 
would not appear to have the potential for a 
signficiant effect on the existing structure of the 
securities markets. In contrast, proposed Rule 19c- 
2, since it would have applied to virtually all 
exchange traded securities, might possibly have had 
dramatic and radical effects on those markets.’ 


In addition to limiting the anticompetitive effects of 
off-board trading restrictions, the Commission 
indicated its belief that the adoption of the Rule 
might provide a valuable learning experience to the 
Commission and the securities industry.’ The 
Commission indicated that adoption of the Rule 
would permit over-the-counter market makers to 
experience a trading environment in which 


transaction and quotation information is made 
available on a real-time basis. Further, the 
Commission indicated that the adoption of the Rule 
would provide the opportunity, in a limited context, 
to observe the dynamics of a competitive 
environment between over-the-counter and 
exchange market makers in exchange traded 
securities. 


In response to the Commission’s solicitation of 
comment on the Rule, the Commission received, 
and included in the record of the proceeding, written 
comments from approximately 60 individuals, 
principally persons associated with the securities 
industry.'* The Commission also held six days of oral 
hearings, beginning June 20, 1979, and concluding 
July 2, 1979, during which the Commission received 
testimony from many of the individuals who 
submitted written comments. 


After consideration of the record of the proceeding 
(which has incorporated the records of prior 
Commission proceedings)'® and for the reasons 
enunciated below, the Commission has determined 
to adopt Rule 19c-3, effective thirty days following 
publication of this release in the Federal Register.'* 





\2See text accompanying notes 21-30, infra. 


13S$ee Release, supra note 8, at 14-15, 44 FR at 
26690. 


141n the Release, the Commission indicated that, in 
order to be fair to all interested persons, comments 
received after July 22, 1979, the final date for 
submitting comments, would not be accepted as a 
part of the record of the proceeding or considered by 
the Commission unless the comment period was 
formally extended. However, the Commission 
received a number of comments after July 22, 1979. 
The Commission thereafter issued a release giving 
notice that comments on the Rule received after July 
22, 1979, would not form part of the official record of 
the proceeding but would be placed in a separate 
subfile in which they would be available for public 
review. See Securities Exchange Act Release No. 
16166 (September 7, 1979), 44 FR 54068. 


In the Release, the Commission invited the 
attention of interested persons to materials 
contained in other Commission files (see File Nos. 4- 
180, SR-Amex-77-3, SR-Amex-77-18 and S7-735- 


336/SEC DOCKET 


A), and incorporated the information contained in 
those files into the record of the proceeding. See 
Release, supra note 8, at 4-5, 44 FR at 26688. 


‘6As proposed and adopted, the Rule would be 
applicable, with certain exceptions, to securities 
which became or become exchange traded after 
April 26, 1979. Thus, the Rule would be applicable to 
certain securities which became exchange traded 
for the first time after April 26, 1979, the date on 
which the Rule was proposed for comment, and 
before the effective date of the Rule, and for which 
the existing over-the-counter market has therefore 
been substantially extinguished. However, as 
discussed below (see text accompanying note 20, 
infra), the purpose of the Rule was not merely to 
preserve the opportunity for the existing over-the- 
counter market to compete, but also to maintain the 
status quo by precluding the expansion of off-board 
trading restrictions to additional securities. 
Moreover, the application of the Rule as of April 26, 
1979, was designed to avoid any artificial timing 
incentives to listing based solely on the possible 
adoption of the Rule. 
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ll. Discussion 


A. Benefits Resulting from Adoption of the Rule 


As the Commission has found in its earlier 
proceedings,!’ off-board trading restrictions have 
anticompetitive effects, in that they effectively 
confine trading in listed securities to exchange 
markets by precluding exchange members from 
trading as principal in the over-the-counter market. 
Having reached that conclusion, the Commission 
must determine whether the continued expansion of 
these anticompetitive effects can be justified by the 
purposes of the Act or whether the potential benefits 
to be achieved by adoption of this limited proposal 





17See note 11, supra. 


18A decision of the possible adverse consequences 
of adoption is contained in the text accompanying 
notes 31-81. infra. 


19Indeed, competition would appear to have had a 
substantial role in the development of recent order 
routing and execution innovations by both the 
regional and primary exchanges. For example, the 
American Stock Exchange, Inc. (“Amex”) and New 
York Stock Exchange, Inc. (“NYSE”) have developed 
a “common message switch,” which provides an 
interface between the computerized order handling 
systems of certain Amex and NYSE firms and the 
booths of those firms on the floors of the Amex and 
NYSE. In addition, the Amex and NYSE offer 
automated order routing systems (named Post 
Execution Report (“PER”) and Designated Order 
Turnaround System (“DOT”), respectively) which 
permit Amex and NYSE member firms to route small 
market and limit orders directly to the specialist’s 
post. Further, the Pacific Stock Exchange, Inc. 
(“PSE”) and Philadelphia Stock Exchange, Inc. 
(“Phlx”) provide systems (named “SCOREX” and 
“PACE,” respectively) similar to PER and DOT which, 
in addition, provide for automatic execution based 
on a derivative pricing model. 


20See Securities Exchange Act Release No. 15376 
(December 1, 1978), at 18 n.42 (Commissioners 
Evans and Pollack dissenting), 44 FR 58664, 58669 
n.42. 
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are outweighed by the possibility of adverse 
consequences. In reaching its findings, the 
Commission has noted a number of possible 
benefits which might be derived from the adoption of 
this limited proposal.!* First, adoption of the Rule will 
provide the opportunity for competition between the 
over-the-counter and exchange markets with 
concomitant benefits to investors. For example, the 
presence of additional (and, in some cases, highly 
capitalized) market makers may (1) operate to 
discipline the quotations of primary market 
specialists, thereby possibly resulting in narrower 
quotation spreads in Rule 19c-3 Securities, and (2) 
create incentives for markets to disseminate 
quotations of greater size and add to the depth, 
liquidity and continuity of the markets for those 
securities. 


The adoption of Rule 19c-3 may also result in cost 
savings for brokers, dealers and investors in 
connection with transactions in Rule 19c-3 
Securities. The ability of exchange members to 
effect transactions in-house may provide them with 
certain execution and operational efficiencies by (1) 
reducing the order-handling workload of their floor 
personnel on the exchange floors and the use of 
other facilities of exchanges, and (2) reducing errors 
and the costs associated therewith. Moreover, the 
presence of alternative markets may provide an 
incentive for markets to continue to compete 
aggressively in the types and costs of services 
offered to brokers and investors.!? 


In addition, adoption of the Rule will limit the 
expansion of the anticompetitive effects of off-board 
trading restrictions which, absent Commission 
action, would otherwise apply over time to ever- 
increasing numbers of securities. Thus, the 
Commission perceives benefits from Rule 19c-3 asa 
regulatory measure designed to maintain the status 
quo pending resolution of the broader issues 
associated with removal of off-board trading rules 
generally.” 


The Commission also believes that the Rule is 
justified by its experimental value which will further 
the purposes of the Act by providing actual 
experience with the effects of concurrent over-the- 
counter and exchange trading. While adoption of the 
Rule could not be expected to yield empirical data 
sufficient to support definitive conclusions 
regarding the removal of remaining off-board 
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trading restrictions,?! the Commission does believe 
that experience under the Rule will yield data which 
will enable the Commission to analyze the direct 
effects of the Rule on the trading markets for Rule 
19c-3 Securities. In addition, experience under the 
Rule may prove useful in providing an opportunity to 
boserve for the first time a trading environment in 
which exchange members may engage in 
competitive over-the-counter trading in securities 
which are listed on the primary exchange. In 
particular, the Rule may provide insight into the 
ability of exchanges to continue to compete for order 
flow in the absence of off-board trading restrictions 
and may provide insight into whether the absence of 
off-board trading restrictions has any significant 
effects on pricing efficiency. 


In addition, since the Rule will provide the securities 
industry with an opportunity to experience an 
environment involving competitive over-the-counter 
and exchange trading, it may be helpful in evaluating 
the effectiveness of current efforts to facilitate the 
development of a national market system. Among 
other matters, experience under the Rule should 
enable the Commission to observe the effectiveness 
of existing systems, particularly the Intermarket 
Trading System (“ITS”)? and the Cincinnati Stock 
Exchange’s (“CSE”) automated National Securities 
Trading Systemn (“NSTS”),% in addressing the 
needs of an environment characterized by 
concurrent exchange and over-the-counter trading, 
and may provide incentives to improve those 
systems or develop new systems to accommodate 
any changes in trading patterns which occur.” 





“Various commentators apparently understood, 
mistakenly, that the Commission was proposing the 
Rule as an “experiment” which would yield data from 
which the Commission could extrapolate in order to 
reach definitive conclusions regarding the further 
removal of off-board trading restrictions. These 
commentators criticized the “experiment” as 
inherently invalid for a variety of reasons including, 
for example, the limited number and 
unrepresentative nature of the securities to which 
the Rule would be applicable. See, e.g., In re Off- 
Board Trading Restrictions, File No. 4-220 
(“Proceding Transcript”), at 149-50, 212, 273-74, 
634-35, 694-95, 777, 1001-02. As indicated, see 
text accompanying notes 82, 87-89, infra, these 
comments misconstrued the Commission’s attitude 
toward the experiential value of the Rule. The 
Commission never intended (nor could it have 
intended) the type of proposal represented by Rule 
19c-3 as a scientific experiment designed to resolve 
fully all of the issues raised by the continuation or 
removal of off-board trading restrictions as a general 
matter. Nonetheless, the Commission believes that 
useful data can be derived from observation of the 
trading environment in Rule 19c-3 Securities both 
before and after the effective date of the Rule, and 
that it will be able to study the effects of the Rule 
using statistical evaluation techniques. 
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22Examination of these issues will be part of the 
Commission’s monitoring program. See text 
accompanying notes 82-83, infra. 


*3See Securities Exchange Act Release Nos. 14661 
(April 14, 1978), 15058 (August 11, 1978), 16074 
(August 2, 1979) and 16214 (September 21, 1979), 
43 FR 17419 and 36732, 44 FR 47419 and 56069. 


24See Securities Exchange Act Release Nos. 14674 
(April 18, 1978), 15413 (December 15, 1978) and 
16215 (September 21, 1979), 43 FR 17894, 44 FR 
129 and 56074. 


25Indeed, the Commission notes that the proposal of 
the Rule has been followed by various initiatives 
applicable to intermarket competition. Thus, the 
NASD has announced technical enhancements to 
the NASDAQ system which would provide an order 


routing facility, the opportunity for automatic 
execution of orders and a linkage with exchanges. 
See Proceeding Transcript, supra note 21, at 9-10, 
24-34. In a different approach to intermarket 
competition, the NYSE has proposed to create 
facilities which would permit NYSE member firms to 
enter electronically dealer bids and offers into the 
NYSE market trading crowd without maintaining a 


physical presence on the NYSE floor. See id. at 779- 
80, 817-22. 
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In this regard, the Commission views as a significant 
step in that direction the determination by the NASD 
to upgrade and enhance its NASDAQ system to 
provide a more efficient mechanism for over-the- 
counter market making in listed securities. the 
NASD’s commitment to such an effort was an 
important consideration in the Commission’s 
determination to adopt Rule 19-3 at this time. 


The Commission believes that prompt 
implementation by the NASD of the enhanced 
NASDAQ system will further significantly the 
objectives of a national market system. The 
Commission urges the NASD to accelerate its efforts 
to achieve the NASDAQ system upgrade and 
requests the NASD to provide the Commission with a 
formal status report on the project (including a 
timetable for implementation) not later than 
September 1, 1980. 


Of equal importance is the need to achieve effective 
linkages between traditional exchange trading floors 
and markets conducted either over-the-counter or 
through electronic trading systems. Such linkages, 
in the Commission’s view, are essential to achieving 
the maximum degree of order interaction between 
the various types of markets.2° The Commission 
therefore expects that the NASD and the ITS 
participants will promptly conclude their 
negotiations and begin work on consummating an 
automated linkage between the ITS and the 
NASDAQ system. The Commission also expects that 


the NSTS and ITS participants will implement a 
linkage betwen their systems in the near future.2’ 
The Commission requests the interested parties to 
these proposed linkages to provide the Commssion 
with formal status reports (including timetables for 
implementation) on the ITS-NASDAQ and ITS-NSTS 
linkages not later than September 1, 1980.28 


Observation of trading in an environment free of off- 
board trading restrictions may also enable the 
Commission to consider the appropriateness of 
existing Commission and exchange rules which 
apply to exchange specialists and provide insight 
regarding whether some or all of the requirements 
and principles embodied in those rules should be 
extended to over-the-counter market makers in 
order to ensure “equal regulation.””? Finally, 
experience under the Rule may enable the 
Commission to obtain data with which to monitor the 
effects of reporting transaction information on the 
willingness of over-the-counter market makers to 
engage in market making in securities traded in an 
integrated trading environment.*° 


B. Discussion of Arguments Raised in Opposition to 
Adoption of the Rule 


Balanced against the foregoing benefits, the 
Commission has carefully considered the criticisms 
of the Rule raised by commentators and the possible 
adverse consequences of its adoption. 





26See Securities Exchange Act Release No. 16214, at 
14 (September 21, 1979), 44 FR 56069, 56072. 


27The Commission has stated that “it will be 
necessary to. . .establish computerized interfaces 
between the ITS and over-the-counter market 
makers regulated by the NASD and between the ITS 
and the CSE System (and such other systems as may 
emerge in the future) permitting two-way 
communication.” See id. 


28See Letter from Douglas Scarff, Director, Division of 
Market Regulation, to John J. Phelan, Jr., Vice 
Chairman, NYSE, dated May 20, 1980. 


29See text accompanying notes 63-72, infra. 
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3°See also proposed Rule 11A2-1 which, if adopted, 
would provide procedures by which securities would 
be designated as national market system securities. 
See Securities Exchange Act Release No. 15920 
(June 15, 1979), 44 FR 26912. That rule, together 
with related amendments to Rule 11Aa3-1, would 
require a limited number of actively traded 
securities traded solely in the over-the-counter 
market to be subject to transaction reporting. Rule 
19c-3 and proposed Rule 11Aa2-1 are related 
proposals which may enable the Commission to 
consider the concern raised by over-the-counter 
market makers that transaction reporting would 
discourage over-the-market making activities 
because of the increased risks and pressures on 
spreads which might result from disclosure of 
transaction information. 
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1. Internalization 


The most frequent criticism of the Rule was that, if 
adopted, it would permit “internalization” by broker- 
dealer firms with large retail order flow or sizable 
correspondent networks who chose to make 
markets over-the-counter in Rule 19c-3 Securities 
(“integrated firms”).*! Some commentators argued 
that iriternalization by such firms would have three 
principal adverse effects. First, internalization would 
have anticompetitive effects with respect to both 
exchange specialists (who generally do not have 





3117 the Release, the Commission stated that the 
term “internalization,” 


when used with respect to the activities of an 
integrated broker-dealer making markets over-the- 
counter refers to the withholding of retail orders from 
other market centers for the purpose of executing 
them “in-house,” as principal, without exposing 
those orders to buying and selling interest in those 
other market centers. 


See Release, supra note 8, at 12n.20, 44 FR at 26690 
n.20. See also June Release, supra note 5, at 49-66, 
42 FR at 33516-21. 


In general, commentators agreed with this definition 
of the term. See, e.g., Proceeding Transcript, supra 
note 21, at 774. 


In the Release, the Commission stated that the 
term “fragmentation” refers to the dispersion of 
order flow among market centers.” See Release, 
supra note 8, at 12 n.20, 44 FR at 26690 n.20. See 
also June Release, supra note 5, at 49-66, 42 FR at 
33516-21. 


The term “overreaching” refers to the possibility 
that broker-dealer firms may take advantage of their 
customers by executing retail transactions as 
principal at prices less favorable to those customers 
than could have been obtained had those firms 
acted as agent. See generally June Release, supra 
note 5, at 70-84, 42 FR at 33519-21. 


“Proceeding Transcript, supra note 21, at 219, 309- 
14, 630, 653-54, 684-91, 726-29, 732-33, 740-41, 
798-803, 830-31, 848-51, 857-60, 871-77, 998-99. 


* id. at 173, 1053. 
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initial access to retail order flow) and small broker- 
dealers without the market making capacity of 
larger, integrated firms. Second, internalization 
might result in “fragmented” markets in Rule 19c-3 
Securities ** and lead to a decrease in pricing 
efficiency and a deterioration in the depth, liquidity 
and continuity of the markets for those securities. 
Finally, internalization might provide an increased 
opportunity for overreaching of customers, 
particularly by integrated firms.%% 


(a) Fragmentation and Competitive Impact 


(i) Comments 


With respect to the perceived anticompetitive 
effects of internalization, various commentators 
asserted that large integrated firms would find it in 
their economic self-interest to execute their retail 
order flow “in-house,” and that, as a _ result, 
specialists and other market makers would not have 
the opportunity to compete for that order flow. It was 
therefore argued that the only way to rectify this 
competitive disadvantage was to require integrated 
firms, through intermarket linkage systems, to 
“expose” their retail order flow to other competing 
market makers.** Commentators also asserted that 
the opportunity to internalize retail order flow would 
place smaller broker-dealers at a competitive 
disadvantage because they would no longer be able 
to provide executions equivalent to those provided 
by larger integrated firms.*° It was argued that, inthe 
current environment, in which off-board trading 
restrictions result in most retail firms directing their 
order flow as agent to either the Amex or NYSE, all 
retail broker-dealers (regardless of size) are able to 
provide the same quality of execution because each 
may provide retail customers orders with an equal 
opportunity to be exposed to the vast majority of 
order flow in listed securities. However, in the 
absence of off-board restrictions, the Amex and 
NYSE might no longer attract sufficient order flow to 
be the “primary” markets for Rule 19c-3 Securities. 
In that event, smaller broker-dealers would no longer 
be able to compete effectively with large integrated 
firms on the basis of quality of execution because, it 
was argued, the public would perceive that larger 
firms would provide better executions and would 
therefore direct most order flow to those firms. In 
addition, it was argued that larger firms would have a 
competitive advantage since they would more 
effectively be able to integrate market making and 
retail business in order to provide lower cost 
executions than could be provided by smaller firms. 
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This might further the public perception that, in 
order to obtain a quality execution, they should deal 
directly with firms which are market makers rather 
than with firms which provide only brokerage 
services.*© 


Other commentators argued that internalization was 
perfectly appropriate if conducted on the basis of 
“quote matching,” j.e., providing an execution in one 
market center at a price equal to the best price 
displayed in the consolidated quotation system.*’ 
Those commentators argued that retention of order 
flow by a market center did not raise competitive 
concerns if there is no overreaching*® and the 
customer is given a price which is equal to or better 
than the best price available in any other market (as 
evidenced by the best quotation then disseminated 
pursuant to Rule 11Ac1-1 under the Act).°9 


With respect to the concern that internalization 


would result in additional fragmentation which 
would adversely affect market efficiency and 
liquidity, commentators asserted” that, as a result of 
the internalization of retail firm customers’ orders, 
order flow in Rule 19c-3 Securities no longer would 
be directed to the Amex and NYSE as “primary” 
markets, and that, in the absence of intermarket 
linkages or other types of systems which would 
permit the effective interaction of orders originating 
in geographically diverse market centers, such a 
dispersion of order flow would make the markets in 
Rule 19c-3 Securities less efficient than currently is 
the case today in exchange traded securities where 
one market has a dominant share of order flow.*! In 
addition, commentators argued that increased 
fragmentation might diminish limit order protection 
and create difficulties for brokers attempting to 
route their customers’ orders to the best available 
market. 





36Other commentators, however, argued that those 
firms which chose to make markets upstairs would 
be under a competitive disadvantage. (/d., at 21-22, 
58-60, 424-26). Those commentators contended 
that, at least with respect to those firms which did not 
have adequate in-house order flow to support their 
market making activities, the existence of 
automated order routing systems permitting most 
broker-dealers to efficiently send orders to 
exchanges (see note 19, supra) and the absence of 
similar systems for routing orders to over-the- 
counter market makers would provide competitive 
advantages to specialists (particularly specialists in 
the “primary” market). However, even if order 
routing systems currently provide a competitive 
advantage to “primary” exchange specialists, it may 
be questioned whether in an environment 
permitting off-board principal trading, these order 
routing systems would continue to provide a 
competitive advantage to exchange specialists since 
it is unclear whether retail firms would avail 
themselves of such systems to route orders to 
specialists (as opposed to executing those orders 
“in-house”). In this connection, the Commission 
understands that currently retail firms competing as 
market makers in securities traded solely in the 
over-the-counter market generally do not route to 
other market makers who quote a better quotation 
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but instead match that better quotation and retain 
the retail execution. 


37See, e.g., Proceeding Transcript, supra note 21, at 
728. 


38See, note 33, supra. 


Rule 11Acl-1 [17 CRF §240.11Ac1-1] requires 
every exchange and national securities association 
to establish and maintain procedures to collect, 
process and make available to vendors quotations 


(including size) in reported securities. See 
Securities Exchange Act Release No. 14415 
(January 26, 1978), 43 FR 4342. 


“Proceeding Transcript, supra note 21, at 222-24, 
220-300, 630, 684-91, 775-76, 791-98, 998-1001. 


“1For example, commentators suggested that prices 
in a fragmented market will be less likely to reflect a 
complete assessment of all buying and selling 
interest than is presently possible. In addition, they 
suggested that directing most order flow to the 
“primary” markets provides the opportunity for 
orders to be executed at a price between the current 
best bid and offer quotations. 
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Other commentators, however, did not view 
fragmentation as a significant problem in 
connection with the Rule.*? These commentators 
argued that fragmentation concerns would be 
minimized because Rule 19c-3 Securities, upon 
becoming exchange traded, would be the subject of 
real-time transaction and firm quotation information 
which should reduce pricing disparities among 
market centers and enhance the ability of brokers to 
find the best markets for their customers’ orders. In 
addition, they anticipated that the development of 
intermarket linkages would both enhance the 
protection of limit orders and permit brokers to route 
orders more easily to another market center 
displaying a superior quotation. 


(ii) Discussion 


In its prior releases regarding off-board trading 
restrictions, the Commission has expressed its view 
that an ideal configuration of a national market 
system would effectively preclude internalization by 
exposing orders, to the greatest extent practicable, 
to all buying and selling interest wherever located in 
the system. Such a displacement mechanism would 
permit brokers and dealers, regardless of 
geographic location, to intercept order flow by 
bettering existing bid and offer quotations. 





“Proceeding Transcript, supra note 21, at 43-44, 
407-08. 


*3See December Release, supra note 11, at 48-49, 41 
FR at 4519; June Release, supra note 5, at 57-60, 42 
FR at 33517. 


“See June Release, supra note 5, at 57-58, 42 FRat 
33517. 

4SThus, the PSE’s SCOREX system, member firm 
market orders of up to 300 shares in approximately 
200 Amex and 800 NYSE listed securities are 
automatically priced and executed based on the 
best quotation diseminated by a participant in the 
ITS. Similarly, in the Phix’s PACE system, member 
firm market orders of up to 399 shares in 
approximately 300 NYSE listed securities are 
automatically priced and executed based on the 
better of the quotations available in the Phlx and 
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Specifically, the Commission has indicated that 
inter-market exposure of orders in a national market 
system should (1) maximize competition between 
and among markets and market participants and (2) 
further the efficiency and fairness of the securities 
markets.*? 


While the Commission recognizes that a significant 
degree of order exposure may be present today in 
certain securities within the “primary” markets, the 
Commission also recognizes that most trading in 
listed securities is conducted in a manner which 
does not result in routine exposure of order flow to 
other competing market centers.” To the contrary, 
internalization (i.e., failure to expose orders to 
potential buying and selling interest in other 
markets) is present in the trading of listed securities 
on exchanges as well as the over-the-counter 
market. For example, orders sent to regional 
exchanges or the third market are often executed in 
those markets without any intermarket exposure, 
either because they are executed there as a result 
of previously negotiated price protection against 
transactions in the “primary” market or because 
they are executed, on an automated basis,*° based 
on a derivative pricing formula. Moreover, the 
development of systems such as the ITS** and the 
NSTS*’ has not significantly ameliorated this 
situation.*® 





NYSE markets (see note 19, supra). As a result of the 
operation of SCOREX and PACE, certain market 
orders sent to the PSE and Phix do not interact with 
each other and are effectively precluded from 
interacting with orders in other markets. 


**As discussed below, ITS is not generally used to 


expose orders to other 
accompanying note 49, infra. 


markets. See text 


“Although NSTS terminals are present on certain 
regional exchanges, the System has not been used 


with any frequency by brokers and dealers in those 
markets. 


‘8As discussed below, the NSTS and ITS are not 
currently linked to third market makers, thereby 
precluding intermarket exposure. See text 
accompanying note 49, infra. 
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Similarly, despite the implementation of ITS, orders 
sent to the primary market will not necessarily be 
exposed to trading interest represented in other 
markets even when there is a better published 
quotation in another market. First, a specialist or 
other broker-dealer on the floor of the primary 
market may choose to match a better bid or offer 
displayed by a regional exchange and execute an 
order himself rather than send a commitment to the 
other participant through ITS. As a result, ITS may 
serve only to encourage price matching rather than 
intermarket order exposure. Further, use of the ITS, 
while encouraged by the ITS participants, is not 
mandatory when a better bid or offer is available 
from an ITS participant. Finally, a linkage has not yet 
been established between the ITS and the over-the- 
counter market and between the ITS and the NSTS.*? 


The Commission recognizes that the adoption of 
Rule 19c-3 may result in internalization by member 
firms, particularly those firms with large retail order 
flow. While the Commission is concerned about 
increasing the opportunity for internalization, it has 
nevertheless on balance decided to adopt the Rule, 
given its limited scope. First, the problems resulting 
from internalization are generic in nature. Rather 
than deprive the securities markets of an 
opportunity to benefit from increased market maker 
competition, the Commission believes that the Rule 
should be put into effect and that any adverse effects 
which may result from internalization should be 





49See text accompanying notes 26-28, supra. 


Systems like the NSTS or the enhanced NASDAQ 
System, if appropriately linked to conventional 
exchange markets through the ITS, could be 
employed for this purpose. 


51Cf. Securities Exchange Act Release No. 16214, at 
10 n.18 (September 21, 1979), 44 FR 56069, 56071 
n.18. 

52See text accompanying notes 21-22, supra. 
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dealt with directly through other measures. For 
example, the Commission could require that all 
trading by integrated firms occurring otherwise than 
on a physical exchange trading floor be conducted 
through a trading system which provides an 
opportunity for interaction of order flow and 
exposure to other over-the-counter and exchange 
market makers. In addition, it may be necessary to 
go further and require integrated firms to “hold out” 
agency retail orders to other buying and selling 
interest for a minimum period of time prior to 
executing against that order as principal.™ Finally, 
it may be necessary to consider prohibiting firms 
from acting in both a broker and dealer capacity 
(either over-the-counter or both over-the-counter 
and on exchange floors) in the same security.» 


In addition, the risks relating to internalization inthe 
context of adoption of the Rule do not appear to raise 
concerns of the magnitude raised with respect to 
proposed Rule 19c-2. An overriding concern raised 
by commentators was that the adoption of Rule 19c- 
2 would result in substantial losses in order flow to 
the primary exchanges in a large number of 
securities which might ultimately lead to the demise 
of exchanges. In contrast, whatever the effects of 
internalization in the context of Rule 19c-2, those 
effects, which would be applicable only to a relatively 
limited number of securities, do not appear to have 
the potential to reduce the total amount of trading 
occurring on exchanges to the point where the 
existence of these trading mechanisms would be 
undermined. Similarly, the limited scope of Rule 
19c-3 would seem to indicate that adoption of the 
Rule should not significantly impact the existence, 
as viable competitors, of smaller broker-dealers. 
Moreover, as noted above, should internalization 
prove to have significant adverse effects in the 
context of Rule 19c-3, those effects can be 
eliminated at any time. 


Finally, the Commission believes that the Rule 
presents the Commission with a unique opportunity 
to consider®* concerns relating to the effects of 
internalization in a limited context. First, adoption of 
the Rule may provide the Commission and industry 
with an opportunity to learn the extent to which retail 
firms will determine to make over-the-counter 
markets in reported securities and the degree to 
which these firms will internalize their own retail 
order flow. In addition, the Ruie might enable the 
securities industry to experiment with systems 
which would provide an opportunity for greater 
interaction of exchange and over-the-counter 
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markets, thereby eliminating most of the potential 
adverse effects of this practice.°° 


Notwithstanding the Commission’s decision to 
adopt the Rule, the Commission recognizes that 
internalization raises significant regulatory 
concerns. Therefore, as part of its monitoring 
program, the Commission intends to examine 
closely the markets in Rule 19c-3 Securities to 
determine the extent to which internalization 
develops and its effects on the securities markets. In 
addition, the Commission expects the NASD to 
oversee carefully the activities of integrated firms in 
this trading environment and to provide the 
Commission with quarterly reports (beginning 
September 30, 1980) of the results of its oversight 
program. The Commission will be alert to the need to 
take appropriate regulatory action if any 
internalization which may occur has undesirable 
effects on the markets for Rule 19c-3 Securities. 


(b) Overreaching and Surveillance 


(i) Comments 


In general, commentators in the current proceeding 
did not focus substantial attention on overreaching 
and the adequacy of surveillance to detect 
overreaching and other questionable trading activity 
by integrated firms.** The NASD strongly disagreed 
with suggestions by certain commentators® that its 
surveillance would be inferior to that provided by 
exchanges and indicated that, in response to the 
proposal of the Rule, it was developing appropriate 
enhancements to existing regulatory and 
surveillance programs.°® Among other matters, the 
NASD indicated that it would provide sufficient 
surveillance and inspection personnel to ensure that 
over-the-counter market makers are meeting their 
responsibilities with respect to the prompt reporting 
of trades in the consolidated system.°*’ 





53For example, integrated firms may wish to consider 
voluntarily entering their order flow in Rule 19c-3 
Securities inthe NSTS. In addition, the CSE may wish 
to consider the addition of a “hold-out” requirement 
to its rules applicable to the NSTS. Similarly, in 
response to the NASD’s anticipated enhancements 
to the NASDAQ system, integrated firms may wish to 
consider trading Rule 19c-3 Securities through the 
NASDAQ system. Further, the NYSE may wish to 
implement its proposal to create facilities which 
would permit NYSE member firms to electronically 
enter dealer bids and offers into the NYSE market 
trading crowd. 


41n the proceeding relating to proposed Rule 19c-2, 
the Commission indicated its concerns regarding 
overreaching and the adequacy of surveillance, and 
proposed four alternative overreaching rules to deal 
with overreaching concerns. See id. The 
Commission wishes to point out that, although the 
Commission has determined to withdraw proposed 
Rule 19c-2, the alternative overreaching rules 
published in connection with proposed Rule 19c-2 
are still outstanding and that the Commission may, 
in response to trading activities and patterns which 
develop in Rule 19c-3 Securities, adopt one or more 
of those alternative rules if necessary or appropriate 
to counter adverse consequences of Rule 19c-3 or 
otherwise in furtherance of the purposes of the Act. 
For the text and a description of these proposals, see 


June Relese, supra note 5, at 11-46, 42 FRat 33525- 
29. 
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See, e.g., Proceeding Transcript, supra note 21, at 
999-1003. 


ed. at 17-18. 


’The Commission, in proposing Rule 19c-2, had 
indicated that reporting of transaction information in 
the consolidated system and dissemination of firm 
quotation information pursuant to then proposed 


Rule 11Acl-1 should reduce the risks of 
overreaching. However, various commentators 
discounted the significance of reporting of 
transaction information to ameliorate this concern. 
First, commentators suggested that the usefulness 
of transaction information as a surveillance or 
informational tool would be drastically reduced 
because integrated firms would generally fail to 
report transactions promptly and that as a result 
trades executed in various markets would be 
reported out-of-sequence on the consolidated tape. 
Commentators asserted that on a primary exchange 
prompt reporting was ensured by the use of reports 
to collect transaction information and the presence 
of a crowd to discipline the behavior of floor 
members, while, in contrast, trades executed in the 
over-the-counter market are reported from brokers’ 
offices without any crowd or equivalent discipline. 
Second, commentators suggested that trades 
reported in the over-the-counter market could not be 
compared with trades reported on an exchange in 
order to surveil for possible overreaching or other 
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(ii) Discussion 


Notwithstanding the absence of substantial 
comment, the Commission continues to believe that 
conflicts of interest inherent in integrated firms 
present significant concerns with respect to 
overreaching. The Commission believes that to 
some extent these concerns will be ameliorated by 
the existence of accurate transaction reporting and 
quotation information, particularly in view of the 
NASD’s recent rule filing designed to ensure that, to 
the greatest extent practicable, over-the-counter 
transactions in reported securities are reported ina 
manner substantially comparable to exchange 
transactions in such securities.°® Moreover, as the 
Commission has noted on prior occasions,*? when an 
integrated firm functions as dealer with a retail 
customer and, by a course of conduct, has placed 
itself in a position of trust and confidence with 
respect to that customer, the firm has assumed a 
fiduciary relationship in all of its securities 
transactions with that customer, regardless of 
whether the firm is acting as a broker or dealer in 
particular transactions.© The Commission believes 
that the existence of this fiduciary relationship 
should, as a legal matter, reduce the risks of 


overreaching in connection with over-the-counter 
trading by integrated firms in Rule 19c-3 Securities. 


The Commission remains concerned, however, that, 
in an off-board trading environment, the potential for 
overreaching may still exist. Therefore, in light of the 
substantial harm to investors if overreaching were to 
occur, the Commission expects the NASD to 
conduct a rigorous monitoring and enforcement 
effort, including evaluation of individual over-the- 
counter transactions in Rule 19c-3 Securities, taking 
into account (1) the net transaction price to 
customers; (2) the amount of mark-up or mark- 
down; (3) the price reported to the consolidated 
system; and (4) the price obtainable if the 
customer’s order were executed on an agency basis 
in another market. The Commission requests the 
NASD to provide quarterly reports (beginning 
September 30, 1980) regarding NASD member 
compliance with the Act and NASD rules in 
connection with trading in Rule 19c-3 Securities.© 
The Commission will evaluate carefully the results of 
the NASD’s surveillance programs in order to 
determine whether additional regulatory action is 
necessary, such as adoption of any of the four 
overreaching rules proposed in 1977 in connection 
with the proposal of Rule 19c-2.® 





Footnote 57 continued 


regulatory concerns because, while trades effected 
on an exchange are reported on a “gross” basis (i.e., 
exclusive of any commission which may be charged 
to the actual customer in connection with a 
transaction), trades effected over-the-counter (other 
than with respect to so-called “riskless principal 
transactions”), are reported to include any retail 
mark-up or mark-down, which may be deemed 
equivalent to a commission. These concerns are 
responded to below. 


88The NASD has recently filed amendments to its 
rules which contemplate requiring the reporting of 
over-the-counter transactions on a “gross” basis. 
See Securities Exchange Act Release No. 16686 
(March 21, 1980), 45 FR 20604. Specifically, the 
NASD proposal contemplates that transactions will 
be reported exclusive of any mark-up or mark-down. 


89See, e.g., June release, supra note 5, at 77-80, 42 
FR at 33520. 

6°See Arleen W. Hughes, 27 SEC 629 (1948), aff'd 
sub nom. Arleen W. Hughes v. SEC, 174 F.2d 969 
(D.C. Cir. 1949). For a discussion of the standards of 
conduct applicable to a firm in a fiduciary 
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relationship with a customer, see June Release, 
supra note 5, at 79-82, 42 FR at 33520-21. The 
fiduciary obligation duties, which may arise out of a 
broker-customer relationship as well as a dealer- 
customer relationship, are in addition to the general 
duty of all dealers, under the so-called “shingle 
theory,” to deal fairly with the public and to effect 
transactions as dealer with customers at prices 
reasonably related to the current market for such 
securities. See Charles Hughes & Co., 13 SEC 676 
(1943), aff'd sub nom. Charles Hughes v. SEC, 139 
F.2d 434 (2d Cir.), cert. denied, 321 U.S. 786 (1944); 
Duker & Duker, 6 SEC 386 (1939). 


61In addition, if the Commission approves the 
NASD’s proposed reporting rule, it expects that the 
NASD will monitor the operation of this rule and 
include in its report an analysis of the accuracy of 
trade reports communicated pursuant tothe rule. As 
a part of that report, the Commission expects that 
the NASD will review whether integrated firms are 
reporting transactions promptly to the consolidated 
system. 


62See text accompanying note 6 supra; June Release, 
supra note 5, at 111-31, 43 FR at 33525-27. 
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2. Equal Regulation 
a. Comments 


In the Release, the Commission specifically 
requested comment on whether, as a prerequisite to 
adoption of the Rule, “any Commission or self- 
regulatory rules regulating the activities of market 
makers should be eliminated or modified or whether 
they should be expanded to apply to all market 
participants performing similar functions.”®? The 
issue of “equal regulation” raises the question 
whether a trading environment characterized by the 
absence of off-board trading restrictions would, in 
the absence of uniform (or at least similar) 
regulation of all market makers, afford a fair field of 
competition among market makers.” 


Certain commentators criticized the proposal 
because it was not accompanied by additional 
regulatory action to ensure similar regulation 
between exchange specialists and over-the-counter 
market makers.® These commentators argued that 
the absence of similar regulation of specialists and 





®See Release, supra note 8, at 16, 44 FR at 26690. 


*See June Release supra note 5, at 85-90, 42 FR at 
33521; December Release, supra note 11, at 24-25, 
41 FR at 4514. 


Proceeding Transcript, supra note 21, at 224-26, 
629-30, 649-51, 685-88, 724-25, 784-85, 1005-06. 


6/d. at 10, 19-23, 397-403, 418-24. 


°7See December Release, supra note 11, at 25-26, 41 
FR at 4514; June Release, supra note 5, at 85-87, 42 
FR at 33521. For a description of Commission and 
self-regulatory rules regarding market makers, see 
June Release, supra note 5, at 88-90, 42 FR at 
22521-22. 


See Section 3(a)(36) of the Act, 
§78c(a)(36). 


15 U.S.C. 


*See Senate Comm. on Banking, Housing & Urb. 
Affs., Report to Accompany S.249, S. Rep. No. 94-75, 
94th Cong., 1st Sess. 14-16 (1975) reprinted in, 
[1975] U.S. Code Cong. & Ad. News 179, 192-94. 


17 CFR §§240.11Aa3-1 and 240.11Ac1-1. 
"17 CFR §240.10a-1. 


’@See text accompanying notes 59-60, supra. 
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over-the-counter market makers trading in Rule 
19c-3 Securities would place specialists at an unfair 
competitive disadvantage. Thus, they urged the 
Commission to require that various Commission and 
exchange rules applicable to specialists, particularly 
primary market specialists, be made applicable to 
over-the-counter market makers. 


Other commentators did not perceive the need for 
additional regulation of over-the-counter market 
makers in connection with the adoption of the Rule. 
These commentators argued that, until experience 
was obtained under the Rule, it would not be possible 
to determine the extent to which Commission or self- 
regulatory rules should be applied to all market 
makers. In addition, commentators argued that the 
obligations imposed on primary exchange 
specialists involved exchange decisions which 
reflected competitive considerations. In this 
connection, they noted that those obligations are 
required because of specialists’ virtual monopoly 
position, and that those obligations are a competitive 
advantage to specialists since, by advertising the 
quality of regulation applicable to the exchange 
market, they assist in attracting order flow. 


b. Discussion 


The Commission has long recognized that removal 
of off-board principal restrictions in any context 
requires the Commission to consider certain “equal 
regulation” concerns.®’ However, the Commission 
does not view the concept of “equal regulation”® as 
necessarily requiring uniform regulation of all 
market makers.®? Rather, uniform regulation is 
appropriate only when applied in the context of 
persons who enjoy similar privileges, perform 
similar functions and have the potential for similar 
market impact. Moreover, the Commission believes 
that the differences between regulation of exchange 
and over-the-counter market makers have been 
emphasized without recognizing the many 
similarities in that regulation, at least with respect to 
the trading of listed securities. For example, 
exchange and over-the-counter market makers are 
both subject to the Commission’s rules, Rules 
11Aa3-1 and 11Ac1-1 under the Act,” requiring the 
reporting of transaction and quotation information. 
In addition, the Commission’s short sale rule, Rule 
10a-1 under the Act,”! applies to transactions in 
reported securities effected both on exchanges and 
in the over-the-counter market. Furthermore, as 
discussed above,” retail integrated firms, in many 
instances, in fact occupy a fiduciary position of trust 
and confidence with their customers. 
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The Commission has determined not to consider 
modification of any Commission or exchange rules 
prior to the adoption of Rule 19c-3. The Commission 
agrees with those commentators who stated that, 
until experience was obtained under the Rule, it 
would be extremely difficult, if not impossible, to 
determine the extent to which any type of market 
maker regulation should be universally applied. 


Similarly, in view of the limited scope of Rule 19c-3, 
the Commission is not inclined to approve, prior to 
implementation of the Rule, any alteration of existing 
rules of the “primary” exchanges which impose 
“affirmative” and “negative” obligations upon 
specialists and which prohibit specialists on such 
exchanges from accepting orders directly from 
institutional customers. In view of the unique trading 
position of the primary market specialist generally 
(particularly in light of his control of the limit order 
book), retention of such rules appears to be 
appropriate pending experience under the Rule with 
concurrent exchange and over-the-counter trading. 


The Commission wishes to emphasize that its 
determination not to require at this time uniform 
regulation of all market makers trading in Rule 19c-3 
Securities should not be construed as a 
determination that changes in existing regulations 
governing market making (including the possible 
imposition of market making obligations on persons 
making markets over-the-counter in Rule 19c-3 
Securities) would not be appropriate in the future 
either based on the nature of experience under the 
Rule or developments in the evolution of a national 
market system. In this connection, the Commission 
intends to analyze carefully the effects of the 
absence of uniform regulation on the ability of 
specialists and over-the-counter market makers to 
compete fairly for order flow in Rule 19c-3 
Securities. In particular, the Commission will focus 
on any changes in competitive position of various 
market participants which may occur as the result of 





73See Release, supra note 8, at 18, 44 FR at 2669. 
74 See id. 


Proceeding Transcript, supra note 21, at 632-34, 
668-70, 1006-07, 1038-09. 


7©See, e.g., id. at 11-12. 
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shifts in order flow, the willingness of over-the- 
counter participants to make markets under varying 
market and economic conditions and the quality of 
executions provided by the various markets. 


3. Scope of the Rule 
a. Comments 


The Commission proposed the Rule in alternative 
forms, one of which would be applicable to all equity 
securities which became exchange traded after 
April 26, 1979, and one of which would be applicable 
only to reported securities which became exchange 
traded after April 26, 1979.”° As indicated in the 
Release, adoption of a rule applicable to all equity 
securities would possibly result in off-board trading 
in a small number of securities listed on regional 
exchanges which are not subject to transaction or 
quotation reporting.” The Commission specifically 
requested comment on whether the absence of 
transaction information would justify the continuing 
application of off-board trading restrictions 
notwithstanding the perceived anticompetitive 
effects of those rules. 


The regional exchanges opposed application of the 


Rule to equity securities which are not reported 
securities.” They argued that the availability of 
transaction information with respect to Rule 19c-3 


Securities was necessary in order to reduce 
concerns regarding fragmentation and overreaching 
and to enable regional exchanges to advertise the 
existence of their markets as a means of competing 
with integrated firms for order flow. Other 
commentators favored the application of the Rule to 
all equity securities, arguing that the anticompetitive 
effects of off-board trading restrictions are of greater 
significance in connection with securities which are 
not reported securities because those securities are 
generally thinly traded and therefore would 
particularly benefit from the additional market 
making competition which would result from 
elimination of existing off-board restrictions.’© 


b. Discussion 


The Commission recognizes that, as indicated by the 
comments described above, there are reasonable 
arguments both in favor of and opposing the 
application of the Rule to securities which are not 
reported securities. For several reasons, however, 
the Commission has determined to limit the scope of 
the Rule to securities which are reported securities. 
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First, the Commission believes that it should 
proceed in a manner which minimizes the concerns 
which have been expressed with respect to effects of 
the rule on the markets in Rule 19c-3 Securities. 
Thus, as noted by commentators, limiting 
application of the Rule to securities which are 
reported securities should minimize, to the 
maximum extent practicable, concerns over 
fragmentation and overreaching resulting from the 
absence of current and continuous transaction 
reporting and the availability of up-to-date quotation 
information. In addition, application of the Rule to 
securities which are not reported securities might 
impede the ability of the Commission and the self- 
regulatory organizations to conduct surveillance 
concerning the effects of removal of off-board 
trading restrictions since reports of transactions 
effected in the over-the-counter market in such 
securities would not otherwise be collected and 
made publicly available. 


4. Effect on Particular Exchanges 
a. Comments 


In requesting comment on the competitive 
implications of the Rule, the Commission noted that 





”See Release, supra note 8, at 16-17, 44 FR at 
22691. 


’®Proceeding Transcript, supra note 21, at 230. In 


the Release, the Commission also requested 
comment on whether the Rule, if adopted, would or 
would not provide any incentives for exchange 
listings. Relese, supra note 8, at 18-19, 44 FR at 
26691. The Commission received little comment on 
this issue, and commentators were either divided on 
the question or unsure as to whether the Rule would 
have any impact on exchange listings. See, e.g., 
Proceeding Transcript, supra note 21, at 285-87, 
831-32. As a result, it appears that the possible 
effects of the Rule in this area are uncertain. 


Proceeding Transcript, supra note 21, at 803-10. 


8°See text accompanying note 20, supra. 
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the Rule is generally limited to securities currently 
traded exclusively in the over-the-counter market, 
and that, as a result, there was a possible 
competitive concern that specialists on exchanges 
which derive most of their new listings from other 
exchanges would be less affected by the Rule than 
specialists on exchanges which derive most of their 
new listings from the over-the-counter market.’” One 
commentator addressed this issue, arguing that the 
Rule would have a more adverse competitive impact 
on the Amex, and its specialists, than other 
exchanges because of the significant proportion of 
Amex new listings derived from the over-the-counter 
market.”8 


b. Discussion 


While the Commission of course remains concerned 
over any disproportionate effect its regulatory action 
may have on particular exchanges, the Commission 
does not believe that these concerns, in this limited 
context, should preclude adoption of the Rule or 
require a modification of its terms. The Commission 
notes that recent trends in exchange listings 
indicate that all exchanges currently receive a large 
proportion of their listings directly from the over-the- 
counter market. Further, since all exchanges are 
ultimately dependent on the over-the-counter 
market for future growth in terms of new listings, any 
differing effect on specialists located on different 
exchanges may only be transitional. 


5. Technical Comments and Amendments 


a. The Commission received comments from the 
NYSE addressing certain technical aspects of the 
Rule.” 


(1) The NYSE recommended that the Rule should be 
amended to restrict its application to those equity 
securities which, immediately prior to their first 
becoming listed and registered on an exchange, 
have been traded in the over-the-counter market. In 
this regard, it was argued that such an amendment 
would be consistent with the primary purpose of the 
Rule, which the NYSE perceived as the need to 
preserve “existing” competition between the over- 
the-counter market and the exchange markets. As 
discussed above, however,®° the Rule was designed 
to maintain the status quo with respect to the 
application of off-board trading restrictions pending 
any further action with respect to off-board trading 
rules generally. In this regard, the Rule is necessary 
not only to preserve existing competition between 
the over-the-counter market and the exchange 
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markets but also to preserve the possibility of 
competition between such markets with respect toa 
newly-issued security. As a result, the Commission 
has determined not to confine the Rule to the more 
limited scope proposed by the NYSE. 


(2) The Rule provides that, with certain exceptions, 
any security which, after April 26, 1979, becomes 
delisted on an exchange and subsequently becomes 
exchange traded would no longer be a “covered 
security” and that, therefore, off-board trading 
restrictions would no longer apply with respect to 
that security. The NYSE suggests, however, that 
certain types of new listings are essentially 
“technical” in nature, or may be designed to prevent 
avoidance of exchange listing requirements, 
including the payment of appropriate listing fees. 
For example, the NYSE indicates that it may require 
a new listing because of material changes in the 
features of a particular security, e.g., changes which 
alter its rights, privileges or terms in a material way, 
or as a result of application of its so-called “back 
door” listing policy.*! The NYSE argues that such new 
listings are, in effect, continuations of trading of 
previously listed securities and that, as a result, the 
Rule should be amended such that off-board trading 
restrictions would continue to apply to such 
securities after listing. 


The Commission shares the concerns expressed by 
the NYSE and recognizes that there may be certain, 
relatively infrequent, types of corporate changes 
which currently result in new listings but which do 
not fundamentally change the investment or trading 
characteristics of a particular security and may 
appropriately be considered, for purposes of the 
continued application of off-board trading 
restrictions, as a continued listing of a security. 
However, because the Rule could not address every 
possible instance in which off-board trading 
restrictions should arguably continue to apply, it 
seems more appropriate for each exchange to 
address any such matters in the context of its own 
listing requirements and fee schedules, consistent 
with the requirements of Section 19(b) of the Act. 


(3) The NYSE expressed its concern that the 
issuance of additional shares of a “covered security” 
may be subject to the Rule, e.g., where additional 
shares of a covered security are issued pursuant toa 
stock dividend or stock split. The Commission 
believes that the Rule is clear on this point—if 
additional shares of a covered security are issued 
those shares would also be covered securities for 
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purposes of the Rule and therefore would continue to 
be subject to any off-board trading restrictions then 
in effect, provided that the other requirements are 
met with respect to the definition of a covered 
security. 


b. In addition, the Commission believes that it would 
be appropriate to make one technical change to the 
Rule. Paragraph (b)(3)(iii) of the Rule defines 
“covered security” to include, as an exception to the 
Rule, securities listed and registered on an exchange 
after April 26, 1979, provided those securities are 
issued in connection with a statutory merger, 
consolidation or similar plan of reorganization in 
exchange for other securities which are covered 
securities. The Commission has modified the 
paragraph to make clear its intent that this exception 
shall apply to such securities only if they remain 
listed and registered on at least one exchange 
continuously thereafter. 


Ill. Monitoring Program and Public Comment 


Resolution of many of the issues raised by 
commentators may be significantly aided through 
empirical observation and evaluation. Accordingly, 
the Commission has developed a program to 
monitor the operation and effects of the Rule on an 
ongoing basis. The essential elements of this 
program are data collection, data analysis (including 
the use of econometric methodologies) and review 
of empirical findings in the context of the policy 
issues raised by the Rule’s operation.® 





81The Commission understands that the “back door” 
listing policy generally requires a company to delist 
its securities in the event that a large unlisted 
company is combined with the listed company and 
the listed company continues as the surviving entity. 


8It is important to note at the outset that this 
monitoring program is subject to all the caveats 
applicable to empirical research. More specifically, 
the methods of statistical analysis employed in this 
program may introduce a margin of error which will 
limit the Commission’s ability to draw definitive 
conclusions. Nevertheless, the Commission 
believes that its monitoring program will contribute 
to the clarification of some of the policy issues 
presented by the Rule. 
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The primary focus of the Commission’s monitoring 
program will be upon the impact of the Rule on (1) 
market quality, (2) quality of executions, and (3) 
market structure. The Commission’s monitoring 
effort will collect and produce data which will be 
used to describe the composition of the Rule’s 
trading environment. For example, data on the 
number of market makers in rule 19c-3 Securities 
and the distribution of volume among such market 
makers will be generated by the monitoring 
program. The following are examples of the types of 
methodology which will be used in the monitoring 
program. 


A. Impact on Market Quality 


Assessment of the impact on the quality of the 
market of trading resulting from the adoption of the 
Rule will be based primarily on three measures — 
the bid-ask spread, the quoted depth and the 
volatility of price. The methodology which will be 
employed to evaluate the impact of the Rule on these 
measures of market quality will be based primarily 
on published research and internally developed 
models which have been previously tested. Control 
groups of non-Rule 19c-3 Securities will be used in 
the testing process in order to better isolate the 
Rule’s impact. All analyses of the impact of the Rule 
on market quality will be based on samples of 
securities for sample time periods, e.g., non-Rule 
19c-3 Securities, Rule 19c-3 Securities listed before 
the effective date of the rule and Rule 19c-3 
Securities listed after the effective date of the Rule. 


B. Impact on Quality of Execution 


The impact of Rule 19c-3 on the quality of 
executions will be monitored in order to determine 
the extent of overreaching in connection with the 
execution of internalized orders by retail broker- 
dealers. In addition, the quality of executions with 
respect to non-internalized agency orders will also 
be monitored. 


The quality of executions in Rule 19c-3 Securities 
will be monitored utilizing a sampling methodology 
by comparing the prices of agency orders to the 
quoted market at the time the order was executed.® 
In addition, control groups of non-Rule 19c-3 





83]t should be noted that there are problems in both 
exchange and over-the-counter markets in 
determining the precise time at which an execution 
occurs or a quotation is made. 
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Securities will be established to enable comparison 
of market characteristics such as the percent of 
orders executed within the bid-ask spread and the 
percent of orders executed at the quoted market. 


C. Impact on Market Structure 


A fundamental characteristic of all markets is the 
number of competitors. Empirical date will be 
gathered which will indicate the impact of the Rule 
on the number of market markers entering quotes in 
Rule 19c-3 Securities. In addition, the monitoring 
program will include an analysis of trading patterns 
that develop in the new trading environment in order 
to assess the Rule’s impact on the distribution of 
volume among participants. 


In addition to obtaining empirical data on the 
number of market makers and on the distribution of 
volume, the monitoring program will evaluate the 
Rule’s impact on smaller broker-dealers by 
observing the degree to which such broker-dealers 
continue to make markets in Rule 19c-3 Securities. 
Data will also be gathered with respect to market 
maker quotations in Rule 19c-3 Securities, as well as 
the size of the quotes being offered by market 
makers. 


Finally, as experience is gained under the Rule, the 
Commission may determine to alter or expand the 
scope of the monitoring program in order to evaluate 
the economic impacts of the Rule on various market 
participants and on the market structure as a whole. 


D. Public Comment 


It is anticipated that the results of the Commission’s 
monitoring program will be publicly reported on a 
periodic basis. The first report will be issued 
approximately May 31, 1981. Two additional reports 
will be issued at twelve month intervals thereafter. 
The Commission believes that these public releases 
will facilitate informed comment on the advisibility 
of further regulatory action concerning the Rule. In 
this regard, following the issuance of the first 
monitoring report, the Commission expects to hold a 
public meeting in which interested persons may 
comment on that report (including suggesting 
improvements in format or content) and generally 
on Rule 19c-3 and the market environment for Rule 
19c-3 Securities. 


In addition to comments regarding the periodic 
reports issued as part of the monitoring program, the 
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Commission also solicits the views of interested 
persons on a continuing basis with respect to any 
aspect of Rule 19c-3. Moreover, because of the 
importance of the issues associated with the 
retention or elimination of off-board trading restric- 
tions and the relationship of those issues to the 
evolving national market system, the Commission 
expects to reexamine the issues associated with 
exchange off-board trading restrictions generally, to 
the extent and at such times as appears appropriate 
in light of developments in the markets. 


IV. Conclusion 


As discussed above, the Commission has found 
that off-board trading restrictions impose burdens 
on competition by limiting over-the-counter market 
making by exchange member firms. The adoption of 
the Rule will prevent the application of these 
burdens on competition to Rule 19c-3 Securities and 
may provide benefits in terms of preserving (and 
possibly enhancing) competition between and 
among markets. The adoption of the rule may also 
provide a trading environment which may permit 
both the securities industry and Commission to 
make useful observations about the utility of an 
integrated trading environment in which both 
exchange and over-the-counter market makers are 
free to compete. The Commission recognizes that, 
as indicated by commentators, there are significant 
regulatory concerns with respect to the possible 
adverse consequences of adoption of this proposal. 
However, on balance, in the Commission's 
judgment, in light of the limited scope of the Rule, 
and the Commission’s ability to take additional 
regulatory action, including rescission of the Rule if 
significant adverse consequences do occur, the 
potential benefits of adoption appear to outweigh the 
potential adverse impacts of the Rule. 


Accordingly, based on the record of this proceeding, 
the Commission has determined, pursuant to 
Section 19(c) of the Act, that the adoption of Rule 
19c-3 is necessary or appropriate to conform the 
rules of exchanges to the requirements of the Act, or 
is otherwise in furtherance of the purposes of the 
Act. 





84See text accompanying notes 11 and 17, supra. 
8515 U.S.C. §78w(a). 


86See text accompanying notes 17-81. supra. 
87See text accompanying notes 21 and 82, supra. 
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In taking this regulatory action under the Act, 
Section 23(a)® requires the Commission to consider 
“the impact that rule or regulation may have on 
competition” and precludes the Commission from 
adopting any rule or regulation “which would impose 
a burden on competition not necessary or 
appropriate in furtherance of the purposes of the 
Act.” Based on the foregoing analysis® the 
Commission also finds that Rule 19c-3 does not 
impose any burden on competition not necessary or 
appropriate in furtherance of the purposes of the 
Act. 


* ee KK 


In view of the considerable concern which has been 
expressed by commentators with respect to the 
significance of Rule 19c-3 as a precursor to 
eliminating all remaining off-board trading 
restrictions, the Commission believes it is important 
to indicate the significant limitations it perceives 
regarding the predictive value of the experience 
which may be obtained under the Rule. As indicated 
above,®’ the Commission recognizes that the Rule 
may not yield results permitting extrapolation 
beyond the limited scope of the Rule. As a 
consequence, the Rule should not be viewed as a 
“first step” which, absent substantial negative 
effects, would inexorably lead to the elimination of 
off-board trading restrictions with respect to all 
reported securities. Similarly, with respect to the 
possible adverse consequences of adoption of Rule 
19c-3 which have been advanced by opponents of 
the Rule, the Commission’s adoption of the Rule 
should not be construed as indicating that these 
concerns might not be of greater significance in the 
context of a more general elimination of off-board 
trading restrictions, or that the Commission has 
definitively resolved the issues associated with any 
such action. 


The Commission has determined that adoption of 
Rule 19c-3 is an appropriate vehicle for beginning to 
address the complex and difficult market structure 
and investor protection issues involved in off-board 
trading by exchange member firms (particularly 
where such firms are permitted to act as both broker 
and dealer in the same security). The limited nature 
of the proposal and the Commission’s commitment 
to a comprehensive monitoring effort, in our view, 
minimize any potential adverse effects and enhance 
the learning potential of this “experiment.” In light of 
the Commission’s determination to adopt Rule 19c- 
3, the Commission does not expect to take further 
action in the near future regarding off-board trading 
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restrictions generally.®® Accordingly, the 
Commission has determined to withdraw proposed 
Rule 19c-2 simultaneously with the effective date of 
Rule 19c-3.% 


V. Statutory Basis and Text of Rule 


The Securities and Exchange Commission hereby 
amends Title 17, Chapter Il, of the Code of Federal 
Regulations, pursuant to its authority under the 
Securities Exchange Act of 1934[15 U.S.C. §§78a et 
seq., as amended by Pub. L. 94-29 (June 4, 1975)], 
and particularly Sections 2, 3,6, 11, 11A,17,19and 
23 thereof [15 U.S.C. §§78b, 78c, 78f, 78k, 78k-1, 
78q, 78s and 78w], by adding §240.19c-3 to read as 
follows: 


PART 240—GENERAL RULES AND REGULATIONS, 
SECURITIES EXCHANGE ACT OF 1934 


§240.19c-3 Governing off-board trading by 
members of national securities exchanges. 


The rules of each national securities exchange shall 
provide as follows: 


(a) No rule, stated policy or practice of this exchange 
shall prohibit or condition, or be construed to 
prohibit, condition or otherwise limit, directly or 
indirectly, the ability of any member to effect any 
transaction otherwise than on this exchange in any 
reported security listed and registered on this 
exchange or as to which unlisted trading privileges 
on this exchange have been extended (other than a 
put option or call option issued by the Options 
Clearing Corporation) which is not a covered 
security. 


(b) For purposes of this rule, 


(1) The term “Act” shall mean the Securities 
Exchange Act of 1934, as amended. 





88As indicated above, however, the Commission will 
consider immediate regulatory action to eliminate 
any adverse consequences of Rule 19c-3. 


8See Securities Exchange Act Release No. 16889 
(June 11, 1980). As indicated above, the 
Commission has determined not to withdraw 
proposed Rules 15c5-1[A], 15c5-1[B], 15c5-1[C] 
and 15c5-1[D]. See note 6, supra. 
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(2) The term “exchange” shall mean a national 
securities exchange registered as such with the 
Securities and Exchange Commission pursuant to 
section 6 of the Act. 


(3) The term “covered security” shall mean 


(i) any equity security or class of equity securities 
which 


(A) was listed and registered on an exchange on April 
26, 1979, and 


(B) remains listed and registered on at least one 
exchange continuously thereafter; 


(ii) any equity security or class of equity securities 
which 


(A) was traded on one or more exchanges on April 
26, 1979, pursuant to unlisted trading privileges 
permitted by section 12(f)(1)(A) of the Act, and 


(B) remains traded on any such exchange pursuant 
to such unlisted trading privileges continuously 
thereafter; and 


(iii) any equity security or class of equity securities 
which 


(A) is issued in connection with a statutory merger, 
consolidation or similar plan or reorganization 
(including a reincorporation or change of domicile) 
in exchange for an equity security or class of equity 
securities described in paragraphs (b)(3)(i) or 
(b)(3)(ii) of this rule, 


(B) is listed and registered on an exchange after 
April 26, 1979, and 


(C) remains listed and registered on at least one 
exchange continuously thereafter. 


(4) The term “reported security” shall mean any 
security or class of securities for which transaction 
reports are collected, processed and made available 
pursuant to an effective transaction reporting plan. 


(5) The term “transaction report” shall mean a report 
containing the price and volume associated with a 
completed transaction involving the purchase or 
sale of a security. 

(6) The term “effective transaction reporting plan” 


Volume 20, No. 4, June 24, 1980 





shall mean any plan approved by the Commission 
pursuant to §240.11Aa3-1 (Rule 11Aa3-1 under the 
Act) for collecting, processing and making available 
transaction reports with respect to transactions inan 
equity security or class of equity securities. 


(Secs. 2, 3, 6, 11, 17, 19 and 23, Pub. L. No. 78-291, 
48 Stat. 881, 882, 885, 891, 897, and 898 and 901, 
as amended by Secs. 2, 3, 4,6, 14, 16 and 18, Pub. L. 
No. 94-29, 89 Stat. 97, 104, 110, 137, 146 and 155 
(15 U.S.C. §§78b, 78c, 78f, 78k, 78q, 78s and 78w); 
Sec. 11A, as added by sec. 7, Pub. L. No. 94-29, 89 
Stat 111 (15 U.S.C. §78k-1). 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16889/June 11, 1980 


OFF-BOARD TRADING RESTRICTIONS 
ACTION: Withdrawal of proposed rule. 


SUMMARY: The Commission has withdrawn a 
proposed rule which would have eliminated all 
remaining exchange off-board trading restrictions 
on (1) off-board principal transactions and (2) off- 
board agency transactions in which an exchange 
member acts as agent for both buyer and seller in 
the same transaction, with respect to reported 
securities. 


EFFECTIVE DATE: Thirty days after publication of 
this release in the Federal Register. 


FOR FURTHER INFORMATION CONTACT: Bruce 
Beatt (202-272-2888), Room 390, Division of 
Market Regulation, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today announced the 
withdrawal of proposed Rule 19c-2 [17 CFR 
§240.19c-2] under the Securities Exchange Act of 
1934 (“Act”’),! which, if adopted, would have 
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amended existing rules of national securities 
exchanges (“exchanges”) which limit or condition 
the ability of members of those exchanges to effect 
transactions otherwise than on an exchange in 
securities which are listed or admitted to unlisted 
trading privileges on those exchanges (“off-board 
trading restrictions”). Specifically, Rule 19c-2 would 
have eliminated all remaining exchange restrictions 
on (1) off-board principal transactions and (2) off- 
board agency transactions in which an exchange 
member acts as agent for both buyer and seller in 
the same transaction, with respect to reported 
securities.” 


The Commission today announced the adoption of 
Rule 19c-3 under the Act [17 CFR §240.19c-3], 
which will preclude off-board trading restrictions 
from applying, with certain exceptions, to any 
reported security (1) which was not traded on an 
exchange on April 26, 1979, or (2) which was traded 
on an exchange on April 26, 1979, but which ceases 
to be traded on an exchange for any period of time 
inereafter.* In view of the adoption of Rule 19c-3, the 
Commission does not expect to take further action in 
the near future with respect to off-board trading 
restrictions generally. Accordingly, the Commission 





115 U.S.C. §§78a et seq., as amended by the 
Securities Acts Amendments of 1975, Pub. L. No. 
94-29 (June 4, 1975), 89 Stat, 97, [1975] U.S. Code 
Cong. & Ad. News 97. 


2See Securities Exchange Act Release No. 13662 
(June 23, 1977) (“19c-2 Release”), 42 FR 33510. In 
January 1978, the Commission deferred a final 
decision on rule 19c-2 pending evaluation of 
industry and self-regulatory responses to national 
market system initiatives. announced by the 
Commission. See Securities Exchange Act Release 
No. 14416 (January 26, 1978), at 38-41, 43 FR 4354, 
4359-60. See also Securities Exchange Act Release 
Nos. 15376 (December 1, 1978) and 15671 (March 
2, 1979), 43 FR 58664, 44 FR 20360. 


3See Securities Exchange Act Release No. 16888 
(June 11, 1978). 
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has also determined to withdraw proposed Rule 19c- 
2 thirty days after publication of this release in the 
Federal Register.* 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16890/June 11, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY THE PACIFIC STOCK EXCHANGE, 
INCORPORATED 


File No. SR-PSE-80-8 


The Pacific Stock Exchange, Incorporated (“PSE”) 
submitted on May 27, 1980, a proposed rule change 
under Rule 19b-4 to clarify the obligations of Order 
Book Officials for executing orders, to base 
maximum Market Maker spreads on the current bid 
rather than last sale price, and to adopt or amend 
several Options Floor Procedure Advices. 


Publication of the submission is expected to be 
made inthe Federal Register during the week of June 
16, 1980. In order to assist the Commission to 
determine whether to approve the proposed rule 
changes or institute proceedings to determine 
whether the proposed rule changes should be 
disapproved, interested persons are invited to 
submit written data, views and arguments 
concerning the submission within 21 days from the 
date of publication in the Federal Register. Persons 
desiring to make written comments should file six 





4In the proceeding relating to proposed Rule 19c-2 
the Commission proposed four alternative rules to 
deal with overreaching concerns. See 19c-2 
Release, at 111-31, 42 FR at 33525-27. The 
Commission wishes to point out that, although the 
Commission has determined to withdraw proposed 
Rule 19c-2, the alternative overreaching rules 
published in connection with proposed Rule 19c-2 
are still outstanding. 
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copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-PSE-80-8. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule changes which are filed with the 
Commission, and all written communications 
relating to the proposed rule changes between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16891/June 12, 1980 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY THE PHILADELPHIA 
STOCK EXCHANGE, INC. 


File No. SR-Phix-80-7 


The Philadelphia Stock Exchange, Inc. (“Phx”) 
submitted, on April 21, 1980, a proposed rule 
change under Rule 19b-4 to increase its service 
charge for processing requests for extensions of 
time pursuant to Regulation T and Rule 15c3-3 from 
its present fee of $1.50 to $2.0 per request. 


The foregoing change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 (“Act”). At any time within 
sixty days of the filing of such proposed rule change, 
the Commission may summarily abrogate such rate 
change if it appears to the Commission that such 
action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise 
in furtherance of the purposes of the Securities 
Exchange Act of 1934. 
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Publication of the submission is expected to be 
made inthe Federal Register during the week of June 
16, 1980. Interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 21 days from the date of 
publication in the Federal Register. Persons desiring 
to make written comments should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-Phlix-80-7. 


Copies of the submission, all subsequent 
amendments, all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with 
the provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21607/June 9, 1980 


in the Matter of 


NORTHEAST UTILITIES 

WESTERN MASSACHUSETTS ELECTRIC COMPANY 
174 Brush Hill Avenue 

West Springfield, Massachusetts 01089 


THE CONNECTICUT LIGHT & POWER COMPANY 
THE HARTFORD ELECTRIC LIGHT COMPANY 
NORTHEAST NUCLEAR ENERGY COMPANY 
Selden Street 

Berlin, Connecticut 06037 
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HOLYOKE WATER POWER COMPANY 
One Canal Street 
Holyoke, Massachusetts 01040 


(70-6465) 


NOTICE OF PROPOSALS TO ISSUE SHORT-TERM 
NOTES TO BANKS AND COMMERCIAL PAPER TO 
DEALERS AND TO ENTER INTO A MULTIBANK 
REVOLVING CREDIT AGREEMENT; CAPITAL 
CONTRIBUTIONS TO SUBSIDIARIES 


NOTICE IS HEREBY GIVEN that Northeast Utilities 
(“NU”), a registered holding company, and five of its 
wholly owned subsidiary companies, The 
Connecticut Light & Power Company (“CL&L”), The 
Hartford Electric Light Company (“HELCO”), 
Western Massachusetts Electric Company 
(“WMECO”), Holyoke Water Power Company 
(“HWP”) and Northeast Nuclear Energy Company 
(“NNECO”), have filed an application-declaration 
with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
Sections 6, 7, and 12(b) of the Act and Rules 45 and 
50 promulgated thereunder as applicable to the 
proposed transaction. All interested persons are 
referred to the application-declaration, which is 
summarized below, for a complete statement of the 
proposed transaction. 


The applicants propose 1) to make short-term 
borrowings through the issuance of notes to banks 
and, with the exception of HWP and NNECO, the 
issuance of commercial paper to a dealer from time 
to time through June 30, 1981, and 2) to enter into a 
multibank revolving credit and term loan agreement 
under the terms of which CL&P, HELCO and WMECO 
may borrow up to an aggregate of $140,000,000. 
The aggregate amount of all such notes at any time 
outstanding, whether issued to banks (“Bank 
Notes”) or to a dealer in commercial paper 
(“Commercial Paper’) or to banks under the 
revolving credit/term loan agreement (“Revolving 
Credit/Term Notes”) will not exceed $55,000,000 in 
the case of NU, $185,000,000 in the case of CL&P, 
$100,000,000 in the case of HELCO, $55,000,000 in 
the case of WMECO, $8,000,000 in the case of HWP 
and $30,000,000 in the case of NNECO. The 
applicants propose to renew and extend any notes so 
issued or to refund them with other similar notes 
issued to banks or to a dealer in commercial paper 
and to issue and sell additional short-term notes 
(and to renew such notes) from time to time to meet 
portions of their capital requirements, subject to the 
applicable maximum limitations. 
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The Bank Notes will each be dated the date of issue, 
will have maximum maturity dates of nine months 
with right of renewal, will bear interest at the prime 
rate or at the prime rate plus a fraction thereof, will 
be issued no later than June 30, 1981 and will be 
subject to prepayment at any time at the applicant's 
option without premium. 


With respect to the issuance of Bank Notes, the 
applicants have credit lines with a number of banks 
subject in some cases to commitment fees and/or 
compensating balance requirements. The effective 
cost of borrowings under such credit lines, based on 
a prime rate of 12%, ranges from 12.72% to 15.36%. 
The bank credit lines expire at various times in 1980 
and 1981 and their continued availability is subject 
to continuing review by the banks involved. Bank 
credit lines of the applicants may be changed and 
additional lines may be obtained from other banks. 


Commercial Paper will be issued in the form of short- 
term promissory notes in denominations of not less 
than $50,000 and not more than $1,000,000, of 
varying maturities, with no maturity more than 270 
days after the date of issue and will not be repayable 
prior to maturity. The Commercial Paper will be sold 
directly to a dealer in commercial paper, Lehman 
Commercial Paper, Incorporated, at the discount 
rate per annum prevailing at the date of issuance for 
commercial paper of comparable quality and of the 
particular maturity sold by public utility issuers 
thereof to commercial paper dealers. No 
Commercial Paper shall be issued giving a maturity 
of more than 90 days at an effective interest cost to 
the applicant in excess of the effective bank interest 
rate at which the applicant could obtain loans from 
banks in an amount at least equal to the principal 
amount of such Commercial Paper. No commission 
or fee will be payable in connection with the issuance 
and sale of the Commercial Paper. The purchasing 
dealer, as principal, will reoffer the Commercial 
Paper to institutional investors at a discount of not 
more than 1/8 of 1% per annum less than the 
prevailing discount rate to the applicant in such 
manner as not to constitute a public offering. 


The Commercial Paper will be reoffered to not more 
than 200 identified and designated customers in a 
nonpublic list prepared for each applicant in 
advance by the purchasing dealer. No additions will 
be made to this customer list. It is anticipated that 
the Commercial Paper will be held by customers to 
maturity, but if such customers desire to resell prior 
to maturity, the purchasing dealer, pursuant to a 
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verbal repurchase agreement, will repurchase the 
Commercial Paper and reoffer the same to others in 
the group of 200 customers. 


The revolving credit/term loan agreement 
(“Agreement”) will provide that during the revolving 
period, CL&P, HELCO and WMECO may borrow, ona 
first-come, first-served basis, up to the maximum 
amount committed, $80,000,000, $60,000,000 and 
$45,000,000, respectively. The revolving period 
would end June 30, 1983 or such earlier date as 
CL&P, HELCO and WMECO individually elect, and in 
either event the then outstanding borrowings will be 
converted to term loans maturing no later than June 
30, 1987 and amortized in eight semiannual 
installments commencing December 31, 1983. 
Borrowings may be repaid in whole or in part without 
penalty during the revolving period or during the 
term of the term notes and may be reborrowed 
during the revolving period. The borrowings 
outstanding shall bear interest, payable quarterly in 
arrears, at the following rates: 


RATE 
100% Base Rate 
100% Base Rate 
102% Base Rate 
104% Base Rate 
104% Base Rate 
105% Base Rate 
106% Base Rate 


Base Rate is the higher of (a) Continental Illinois 
National Bank floating prime rate (b) % of 1 percent 
per annum above the latest three week moving 
average of secondary market offering rates in the 
United States for three months certificates of 
deposit as published weekly by the Federal Reserve 
Bank of New York. Subject to requisite regulatory 
approval, the applicants will pay a commitment fee 
of % of 1 percent per annum, commencing not later 
than April 15, 1980, on'the average unused portion 
of the commitment during the revolving period, 
payable quarterly in arrears. 


The proceedings derived by NU from the issuance 
and sale of the Bank Notes and the Commercial 
Paper will be applied during the period from July 1, 
1980 to June 30, 1981 (1) to make capital 
contributions to CL&P and to WMECO in amounts not 
to exceed $40,000,000 and $15,000,000, 
respectively, (2) to make capital contributions or 
open account advances to NNEC in an amount not to 
exceed in the aggregate $7,000,000, and (3) to 
make open account advances to the Quinnehtuk 
Company, a wholly-owned real estate subsidiary of 
NU, in amounts not to exceed the aggregate 
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$500,000, and (4) to supply funds as needed to 
other subsidiary companies as heretofore or 
hereafter authorized by the Commission. All capital 
contributions to subsidiaries will be credited to their 
capital surplus accounts. NNEC will apply such 
contributions or open account advances, together 
with short-term borrowings and other funds 
available to it, for nuclear fuel financing during 1980 
and 1981. NNECO’s total expenditures for nuclear 
fuel in 1980 and 1981 are estimated to be 
$41,000,000. 


The funds to be derived by CL&P, HELCO and 
WMECO from the issuance and sale of the Bank 
Notes, Commercial Paper and Revolving 
Credit/Term Notes will be applied, together with 
other funds available to these companies, to provide 
working capital and to finance their respective 
construction expenditures in 1980 and 1981, which 
are estimated to be $323,000,000, $154,000,000 
and $83,000,000, respectively. Funds derived by 
HWP from the sale of Bank Notes will be applied to 
the installation of a second hydro unit at its facility at 
Hadley Falls on the Connecticut River. It is 
anticipated that construction will commence in 
1980 and the total estimated construction costs for 
the unit are $17,000,000. 


It is presently contemplated that any Bank Notes or 
Commercial Paper of NU, CL&P, HELCO, WMECO, 
HWP and NNECO outstanding at June 30, 1981, or 
any Revolving Credit/Term Notes of CL&P, HELCO 
and WMECO, outstanding at June 30, 1987 will be 
repaid from internal cash resources or from the 
proceeds of long-term debt or equity financing. 


A statement of the fees, commissions and expenses 
to be incurred in connection with the proposed 
transactions will be filed by amendment. The issue 
of the Revolving Credit/Term Notes by CL&P, HELCO 
and WMECO is subject to the jurisdiction of the 
Connecticut Division of Public Utility Control and the 
Massachusetts Department of Public Utilities. No 
other state or federal regulatory authority has 
jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 30, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
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addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicants-declarants at the above-stated 
addresses, and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration, as amended or as it may be 
further amended, may be granted and permitted to 
become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption 
from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices or orders issued inthis matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21608/June 9, 1980 


In the Matter of 


COOL WATER COAL GASIFICATION PROGRAM 
Rosemead, California 


(31-773) 


ORDER GRANTING EXEMPTION PURSUANT TO 
SECTION 2(a)(3)(A) 


Southern California Edison Company (“So Cal Ed”), 
an electric utility company which is organized and 
provides electric utility service in California, and 
Texaco, Inc. (“Texaco”), a Delaware corporation, 
have filed an application under Section 2(a)(3)(A) of 
the Public Utility Holding Company Act of 1935 
(“Act”) on behalf of the Cool Water Coal Gasification 
Program (“Coal Gas”), an unincorporated venture in 
which So Cal Ed and Texaco are participating, for an 
order declaring Coal Gas not to be an “electric utility 
company” under the Act. 
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Texaco and So Cal Ed have entered into an 
agreement, to which other persons may hereafter 
become parties as “participants” or “sponsors”, to 
test and demonstrate the feasibility of integrating a 
commercial-size coal gasifier utilizing a gasification 
process developed by Texaco with a conventional 
combined cycle electric generating plant. Underthe 
agreement, which establishes Coal Gas, Texaco and 
So Cal Ed propose to design, build, test, and 
demonstrate the coal gasification/combined cycle 
generating plant (“Plant”) at a generating plant site 
owned by So Cal Ed near Daggett, California. The 
Plant will be designed to produce carbon monoxide 
and hydrogen (i.e., synthesis gas) from coal to be 
supplied by So Cal Ed. So Cal Ed will pay a fee to Coal 
Gas for processing its coal, and will own all of the 
resulting synthesis gas. The gas will be supplied to a 
new generating unit which will have a 90-100 
megawatt net capacity, or, in the event of any 
interruptions in its operation, to an existing So Cal Ed 
owned generating unit at the Plant site. 


At the present time, Texaco, So Cal Ed and Energy 
Power Research Institute have expressed an intent 
to become participants in Coal Gas. It is expected 
that other persons will become participants or 
sponsors. A participant will be required to commit a 
minimum of $25 million to Coal Gas and agree to 


assume a proportionate share of its costs. A sponsor 
will be required to commit a minimum of $5 million 
but not more than $25 million to Coal Gas and agree 
to assume a proportionate share of its costs up tothe 
amount of each sponsor’s contribution. Coal Gas will 
require no funding other than the funding provided 
by the participants and sponsors. Each participant 
will have one vote on Coal Gas’ board of control and 
on a management committee. Sponsors will have no 
management responsibilities. The agreement 
further provides that at the end of the estimated 
duration of the Coal Gas program (seven years), or 
upon earlier termination, Coal Gas will dispose of the 
Plant. So Cal Ed will, in that event, havea right of first 
refusal to purchase all or parts of the Plant. 


Section 2(a)(3)(A) provides that the Commission 
may declare a company which owns or operates 
facilities for the generation, transmission or 
distribution of electric energy for sale not to be an 
electric utility company if “such company is 
primarily engaged in one or more businesses other 
than the business of an electric utility company, and 
by reason of the samll amount of electric energy sold 
by such company it is not necessary in the public 
interest or for the protection of investors or 
consumers that such company be considered an 
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electric utility company. . . .” Rule 10(a)(1) provides, 
in pertinent part, that a company is exempt from the 
duties, liabilities, and obligations imposed upon it as 
a holding company with respect to a subsidiary 
which, insofar as it is a public utility company, is 
declared not to be an electric utility company under 
Section 2(a)(3). 


Coal Gas will be primarily engaged in the business of 
developing and testing a coal gasification process. 
The project is experimental only and is limited in 
duration. At no time will Coal Gas engage primarily in 
the business of an electric utility, and it is uncertain 
whether any significant amount of electricity will be 
sold by Coal Gas. The objective of the venture is to 
develop a process for producing synthesis gas from 
coal for use by electric utilities. The power 
generation equipment in intended only to 
demonstrate the commercial feasibility of that 
process. All power produced by Coal Gas will be sold 
by So Cal Ed to its customers at rates set by the 
California Public Utilities Commission and the 
Federal Energy Regulatory Commission. 


Due notice of the filing of said application has been 
given (HCAR No. 21570) and no hearing has been 
requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that Coal Gas is primarily engaged in a non-utility 
business and that, by reason of the small amount of 
electric energy which Coal Gas expects to sell, it is 
not necessary in the public interest or for the 
protection of investors or consumers that Coal Gas 
be considered an electric utility company. 


IT IS DECLARED, accordingly, that Coal Gas is not 
deemed to be an electric utility company for 
purposes of the Act, and the application filed herein 
is ORDERED effective forthwith. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21609/June 9, 1980 


In the Matter of 


ALLEGHENY POWER SYSTEM, INC. 
New York, New York 


(70-6442) 


ORDER AUTHORIZING HOLDING COMPANY TO 
BECOME BONDED AS SURETY FOR PUBLIC- 
UTILITY SUBSIDIARY COMPANY 


Allegheny Power System, Inc. (“Allegheny”), a 
registered holding company, has filed a declaration 
with this Commission pursuant to Section 12(b) of 
the Public Utility Holding Company Act of 1935 
(“Act”) and Rule 45 promulgated thereunder 
regarding the following proposed transaction. 


Allegheny proposes to become bonded as surety to 
the State of West Virginia in such an amount as shall 
be determined by the West Virginia Public Service 
Commission for prompt refund by Allegheny’s 
wholly-owned subsidiary, Monongahela Power 
Company (“Monongahela”), of all amounts 
Monongahela, under certain tariffs filed with said 
Commission on February 11, 1980, may collect or 
receive in excess of such rates and charges as may 
be finally fixed by said state commission, plus 
interest at such annual rate as such commission 
may determine by order to be necessary and 
appropriate. The purpose of the proposed 
transaction is to enable Monongahela, as permitted 
by West Virginia law, to begin applying the new 
increased rates prior to completion of the state 
commission’s investigation, hearing, and decision 
with respect thereto. It is expected that the amount 
of the bond will not exceed $51,500,000, which is 
the estimated additional annual revenue that the 
new rates will provide. 


No state commission and no federal commission, 
other than this Commission has jurisdiction overthe 
proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21529), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
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satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21610/June 9, 1980 


In the Matter of 


GENERAL PUBLIC UTILITIES CORPORATION 
100 Interpace Parkway 
Parsippany, New Jersey 07054 


JERSEY CENTRAL POWER & LIGHT COMPANY 
Madison Avenue at Punch Bowl Road 
Morristown, New Jersey 07960 


METROPOLITAN EDISON COMPANY 
P.O. Box 542 
Reading, Pennsylvania 19640 


PENNSYLVANIA ELECTRIC COMPANY 
1001 Broad Street 
Johnstown, Pennsylvania 15907 


(70-6443) 


NOTICE OF PROPOSAL TO ORGANIZE A WHOLLY 
OWNED SUBSIDIARY FOR THE MANAGEMENT AND 
OPERATION OF NUCLEAR STATIONS 


NOTICE IS HEREBY GIVEN that General Public 
Utilities Corporation (“GPU”), a registered holding 
company, and its subsidiary companies named 
above have filed an application-declaration with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 
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9(a), 10, 12(b), and 13(b) thereof and Rules 45, 
50(a)(3), and 86-95 promulgated thereunder as 
applicable to the following proposed transactions. 
All interested persons are referred to the 
application-declaration which is summarized below 
for a complete statement of the proposed 
transactions. 


GPU proposes to organize a new wholly owned 
subsidiary company to be known as GPU Nuclear 
Corporation (“NC”). NC will issue and GPU will 
purchase for cash 2,500 shares of NC’s common 
stock, at a price of $20 per share or an aggregate 
consideration of $50,000. If necessary, GPU will 
make open account advances to NC from time to 
time; the aggregate amount of such advances by 
GPU to NC outstanding at any time will be not more 
than $500,000. Interest on such open account 
advances will accrue at a rate equal to the current 
interest cost on GPU’s bank borrowings. Based on 
the current prime rate of 14%, the effective cost of 
such bank borrowings would be 14.89%. 


NC will be a service company and will not own or 
finance any nuclear or other utility assets. It is 
intended that NC will become responsible, on behalf 
of the owners and through contract with them, as 
and when necessary regulatory authorizations are 
received, for the safe operation, maintenance, 
rehabilitation, design, construction, start-up and 
testing of all nuclear generating facilities owned by 
GPU System companies and related research and 
development. The purpose is to consolidate all 
resources of the GPU companies relating to nuclear 
matters in a single organization. GPU cites the 
Report of the President's Commission on the 
Accident at Three Mile Island and the Report of the 
NCR/TMI Special Inquiry which have stated that 
integration into one organization of management 
and operating responsibility for nuclear generating 
stations is desirable so that there will be a single 
accountable organization with the requisite 
expertise to take responsibility for the integrated 
operation and maintenance of such stations. 


NC proposes to apply to the Nuclear Regulatory 
Commission (“NRC”) for operating licenses for the 
Oyster Creek Nuclear Generating Station (“Oyster 
Creek”) owned and operated by Jersey Central 
Power & Light Company (“JCP&L”) and for the Three 
Mile Island Nuclear Plants, (“TMI”) jointly owned, 


but not presently operated and for which 
Metropolitan Edison Company (“Met-Ed”) is the 
present licensee and the operator under the existing 
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TMI Operating Agreement among JCP&L, Met Ed 
and Pennsylvania Electric Company (“TMI 
Operating Agreement”). An amendment of the TMI 
Operating Agreement would be proposed inthe NRC 
proceeding, which would, among other things, make 
NC a party to the agreement and the operator of TMI. 
The NRC has broad jurisdiction over the operation of 
nuclear facilities. Both the timing and the scope of 
NC’s activities will be governed by the terms and 
conditions of any licenses granted by the NRC and by 
its other regulatory requirements. Any such license 
will also be implemented by a specific operating 
agreement between NC and the owner or owners of 
the subject facility. And licensing will be for specific 
plants, so that NC’s functions may commence in 
stages. 


Shortly after the March 28, 1979 accident at Unit No. 
2 of TMI, the GPU System combined the technical 
staffs from Met Ed and GPU Service Corporation 
(“Service”) to form the TMI Generation Group 
consisting of approximately 250 professionals 
assigned exclusively to activities at Units Nos. 1 and 
2 of TMI. This group, together with the technical staff 
of JCP&L that is presently responsible for the 
operation and maintenance of Oyster Creek, and 
approximately 800 of the non-professional 
employees of the various GPU System companies 
will ultimately be transferred to NC, if and when it 
receives the necessary authorizations. The salaries 
and other costs of the present GPU System 
employees including pension and other employee 
benefits for such employees, will be included in NC’s 
operating costs. The aggregate salaries and costs of 
such employees to the GPU System during 1979 
amounted to approximately $25,000,000. NC may 
also engage consultants and contractors as needed 
for the discharge of its functions. 


NC will render service at cost, pursuant to Section 
13(b) of the Act. The costs will be accounted for and 
billed to the owners of the subject facilities as 
prescribed by Rules 91 and 93 and the system of 
accounts prescribed thereunder. In the case of NC 
services rendered for the TMI units, these costs will 
be determined and accumulated and allocated 
among the owners of TMI in proportion to ownership 
interests in TMI. 


NC’s initial function will be to seek from other 
regulatory agencies the licenses and authorizations 
required. It is proposed that it will report its progress 
and activities under Rule 24, including the 
undertaking of any of the intended functions 
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summarized above, as its authority to do so is 
established. Variations would be reported under the 
60 day letter procedure established for service 
companies. 


The fees and expenses to be incurred in connection 
with the proposed transactions will be filed by 
amendment. It is stated that amendment of the TMI 
Operating Agreement is subject to the jurisdiction of 
the Pennsylvania Public Utility Commission and will 
require amendment of the TMI Operating licenses 
issued by the Nuclear Regulatory Commission 
(“NRC”). Implementation of the Oyster Creek 
Operating Agreement requires the issuance of an 
operating license by the NRC. It is also stated that 
JCP&L does not believe that the operating 
agreements for TMI and Oyster Creek are subject to 
the jurisdiction of the New Jersey Board of Public 
Utilities (“BPU”) although the question is before the 
BPU. No other state or federal commission, other 
than this Commission, has jurisdiction over the 
proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may not later than June 30, 1980 request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicants-declarants at the above-stated 
addresses, and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration as filed or as it may be 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
or orders issued in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21611/June 9, 1980 


In the Matter of 


CONNECTICUT YANKEE ATOMIC POWER 
COMPANY 

P.O. Box 270 

Hartford, Connecticut 06101 


(70-6464) 


NOTICE OF PROPOSAL TO ISSUE SHORT-TERM 
NOTES TO BANKS AND COMMERCIAL PAPER TOA 
DEALER 


NOTICE IS HEREBY GIVEN that Connecticut Yankee 
Atomic Power Company (“Connecticut Yankee”), a 
subsidiary of Northeast Utilities and New England 
Electric System, both registered holding companies, 
has filed an application-declaration with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 
6 and 7 of the Act and Rule 50 promulgated 
thereunder as applicable to the proposed 
transactions. All interested persons are referred to 
the application-declaration, which is summarized 
below, for a complete statement of the proposed 
transactions. 


Connecticut Yankee is the owner of 575,000 kW 
nuclear electric generating plant (the Plant) in 
Haddam, Connecticut, which has been in operation 
since January 1968. Outstanding shares of 
Connecticut Yankee’s common stock are owned by 
eleven New England electric utilities. 


Connecticut Yankee proposes to issue and sell notes 
to banks and commercial paper to a dealer from 
time to time on or before June 30, 1981. The 
aggregate amount of all such notes at any time 
outstanding, whether issued to banks or to a dealer 
in commercial paper, will not exceed $35,000,000. 
As of March 31, 1980, Connecticut Yankee’s 


SEC DOCKET/361 





outstanding short-term debt was $11,050,000. The 
short-term debt to be outstanding at June 30, 1980 
is estimated at $30,000,000. The proceeds of the 
sale bank notes and commercial paper will be 
applied by Connecticut Yankee to repay $9,825,000 
of commercial paper presently outstanding, to 
provide funds for construction and for the purchase 
of additional nuclear fuel through June 30, 1981. 
Connecticut Yankee’s estimated construction and 
nuclear fuel programs for 1980 and 1981 are: 


1980 
Construction $33,000,000 
Nuclear Fuel -0- 


1981 
$26,000,000 
$34,000,000 


The bank notes issued by Connecticut Yankee will 
each be dated the date of issue, will have a 
maximum maturity date of nine months, and will 
bear interest at the prime rate and will be subject to 
compensating balance requirements. The bank 
notes will be issued no later than June 30, 1981, and 
will be subject to prepayment at any time at 
Connecticut Yankee’s option without premium. 
Assuming a prime rate of 12% the effective cost of 
such borrowings would be 14.4% per annum. 


The commercial paper will be issued in the form of 
short-term promissory notes in denominations of not 
less than $50,000 and not more than $1,000,000, of 
varying maturities, with no maturity more than 270 
days after the date of issue and will not be repayable 
prior to maturity. The commercial paper will be sold 
directly to Lehman Commercial Paper, 
Incorporated, at the discount rate per annum 
prevailing at the date of issuance for commercial 
paper of comparable quality and of the particular 
maturity, sold by the public utility issuers thereof of 
commercial paper dealers. No commercial paper 
shall be issued having a maturity of more than 90 
days at an effective interest cost to Connecticut 
Yankee in excess of the effective bank interest rate at 
which Connecticut Yankee could obtain loans from 
banks in an amount at least equal to the principal 
amount of such Commercial Paper. No commission 
or fee will be payable in connection with the issuance 
and sale of the commercial paper. The purchasing 
dealer, as principal, will reoffer the commercial 
paper to institutional investors at a discount of not 
more than 1/8 of 1% per annum less than the 
prevailing discount rate to Connecticut Yankee in 
such manner as not to constitute a public offering. 


The commercial paper will be reoffered to not more 
than 200 identified and designated customers in a 
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list (nonpublic) prepared for Connecticut Yankee in 
advance by the purchasing dealer. No additions will 
be made to this customer list. 


It is anticipated that the commercial paper will be 
held by customers to maturity, but if such customers 
desire to resell prior to maturity, the purchasing 
dealer, pursuant to a verbal repurchase agreement, 
will repurchase the commercial paper and reoffer 
the same to others in the group of 200 customers. 


The fees, commissions and expenses to be incurred 
in connection with the proposed transaction are 
estimated at $2,500. It is stated that no state or 
federal regulatory authority, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may not later than June 30, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicant-declarant at the above stated 
address, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the 
application-declaration, as amended or as it may be 
further amended, may be granted and permitted to 
become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption 
from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices or orders issued inthis matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21612/June 9, 1980 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


MIDDLE SOUTH SERVICES, INC. 
ARKANSAS-MISSOURI POWER COMPANY 
ARKANSAS POWER & LIGHT COMPANY 
ASSOCIATED NATURAL GAS COMPANY 
LOUISIANA POWER & LIGHT COMPANY 
MISSISSIPPI POWER & LIGHT COMPANY 
NEW ORLEANS PUBLIC SERVICE INC. 
SYSTEM FUELS, INC. 

MIDDLE SOUTH ENERGY, INC. 


(70-6432) 


ORDER AUTHORIZING ALLOCATION OF 
CONSOLIDATED TAX LIABILITIES BY METHOD 
OTHER THAN PRESCRIBED BY RULE 45(b)(6) 


Middle South Utilities, Inc., (“Middle South”), a 
registered holding company, and its subsidiary 
companies named above, have filed a declaration 
and an amendment thereto pursuant to Sections 


12(b) and 12(f) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rule 45 
promulgated thereunder regarding the following 
proposed transactions. 


Middle South and its subsidiary companies join 
annually in the filing of consolidated Federal income 
tax returns. By Order dated May 23, 1963 (HCAR No. 
14877), the Commission permitted a deviation from 
the tax allocation provisions of Rule 45(b)(6) 
whereby each of the companies included in the 
consolidated tax returns of the Middle South System 
would be given full investment tax credit contributed 
by it to the total investment credit allowed in the 
consolidated returns. Subsequent to the date of that 
Order, Middle South acquired or created several 
additional subsidiaries, including System Fuels, 
Inc., (“SFI”) and Middle South Energy, Inc. (“MSE”). 
By Order dated February 11, 1975 (HCAR No. 
18807), the Commission authorized Middle South to 
allocate consolidated tax liability by a method 
whereby each year’s reduction of consolidated tax 
resulting from exploration and development costs, 
would be allocated in its entirety to SF! which was 
then engaged in oil and gas exploration. Such 
reduction would be placed in a deferred income tax 
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account against which would subsequently be 
charged taxes payable by SFI on taxable income 
arising from recovery of exploration and 
development costs. This would permit SFI to sell fuel 
to the operating companies at a cost price 
unaffected by fluctuations in tax components 
caused by timing variations between book and tax 
treatment of capitalized costs. That Order also 
authorized the system to allocate to MSE a then 
newly organized company, which was to serve as a 
future generating company for the system, the 
reduction in consolidated liability resulting from net 
operating losses contributed by MSE. Such losses 
resulted primarily from deduction of interest 
expense on borrowed funds during the period of 
construction of generating plants. 


Further modifications of the system of allocation is 
now requested, as follows: 


(a) Allocation through 1980 of tax benefits of 
deductions to SFI with respect to uranium and coal 
development and exploration activities in the same 
manner as the treatment allowed SFI for oil and gas 
exploration and development activities by Order 
dated February 11, 1975. 


(b) Allocation to System operating utilities of the tax 
benefits of their net operating loss contributions to 
the consolidated group. Arkansas Power & Light 
Company (“AP&L”) and Arkansas Missouri Power 
Company (“Ark-Mo”) experienced net operating 
losses in 1979. These losses will offset the taxable 
income of profitable System companies in the 1979 
Federal consolidated tax return. A modification 
providing for the allocation of the benefits of the net 
operating losses of operating utilities to the utilities 
incurring such tax losses is sought in order to 
equitably allocate the tax deductions generated 
thereby in the interests of investors and consumers. 
Any tax credits remitted to loss operating utilities as 
a result of such modification would be applied to 
reduce credits in future years to which such 
operating utilities might otherwise be entitled under 
the separate return limitations of Rule 45(b)(6). 


(c) Allocation of consolidated minimum Federal 
income tax among the members of the consolidated 
group in accordance with the ratio that the portion of 
the total preference items on which such tax is based 
bears to the total preference items of all of the 
members of the consolidated group. 


(d) Separate allocation of the portion of the 
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consolidated Federal income tax liability applicable 
to long term capital gains, which is taxed at a lower 
rate than the rate applicable to the ordinary income, 
in accordance with the proportion of the net long- 
term capital gain of each member having long-term 
capital gains to consolidated net long-term capital 
gain. Net long term capital gains would be excluded 
from the taxable income base for allocation of 
ordinary income tax. 


(e) Modification of the Commission’s Order of May 
23, 1963 to provide that as a minimum each 
company shall be allocated investment tax credit 
which would be allowable on the basis of its allocated 
consolidated tax liability and that the remaining 
consolidated investment tax credit be allocated in 
accordance with the Order of May 23, 1963 on the 
basis of remaining available investment tax credit of 
each member. 


Each requested modification would be subject tothe 
limitation in Rule 45(b)(6)(i) that the aggregate tax 
liability allocated to a subsidiary should not exceed 
the amount of tax of such subsidiary based upon a 
separate return computed as if such subsidiary had 
always filed its tax return on a separate return basis. 
With the exception of (a) above, each modification is 
requested for 1979 and future years. 


The table below sets forth the tax allocation under 
existing authorization and the tax allocation under 
the methods now proposed: 


Present 
Allocation 
(000) 
MSE $(8,691) 
SFI (433) 
AP&L a 
ARK-MO _ 
Associated Natural Gas 
Company 
Louisiana Power & Light 
Company 33 8 
Mississippi Power & Light 
Company 
New Orleans Public Service Inc. 
Net Consolidated Tax 


Proposed 
Allocation 
(000) 
$(2,802) 
(140) 
(2,520) 
(34) 


427 329 


6,177 
2,487 
$ -0- 


4,414 
744 
$ -0- 


The fees, commissions and expenses to be in- 
curred in connection with the proposed transactions 
are estimated not to exceed $7,000, including legal 
fees and disbursements estimated not to exceed 
$5,000. No state or federal commission, other than 
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this Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21565), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, as amended, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21613/June 10, 1980 


INCOME AND EXPENSE ACCOUNTS—MUTUAL 
SERVICE AND SUBSIDIARY SERVICE COMPANIES 


ACTION: Final rule. 


SUMMARY: The Commission is making a minor 
technical amendment of a single account in its 
Uniform System of Accounts for Mutual and 
Subsidiary Service Companies which will eliminate a 
requirement which is clearly inappropriate. 


EFFECTIVE DATE: June 10, 1980. 


FOR FURTHER INFORMATION CONTACT: Robert P. 
Wason (202-523-5159), Division of Corporate 
Regulation, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
SUPPLEMENTARY 


INFORMATION: The 


Volume 20, No, 4, June 24, 1980 





Commission revised its Uniform System of Accounts 
for Mutual Service Companies and Subsidiary 
Service Companies under the Public Utility Holding 
Company Act of 1935 in Release No. 35-20910, 44 
FR 8247, February 9, 1979. Upon implementation of 
the revised system of accounts, it was realized that 
gains or losses on disposition of operating 
equipment would be recorded in Account 421, 
Miscellaneous Income or Loss, and would, in fact, be 
the kind of transaction, arising repeatedly in the 
ordinary course of a service company’s business, for 
which this account was most likely to be used. 


The allocation prescribed by Account 421 was 
wholly unsuitable for gains or losses on disposition of 
operating equipment. Such gains or losses are 
directly associated with the cost of using the 
equipment. It is also clear that the allocation of gains 
or losses on any other kind of casual or extraordinary 
transaction should depend on the nature of the 
particular transaction and cannot reasonably be 
prescribed by a general directive. 


Section 256.421, Miscellaneous income or loss, is 
being amended to eliminate the requirement that in 
all cases all income items in this account shall be 
credited to the associate companies on the ratio of 
total direct and indirect charges billed and all loss 
items billed to the parent holding company. Unusual 
and sporadic transactions involved will be governed 
by Instruction .01-11, Methods of allocation, and 
Instruction .01-13, Submission of questions, in the 
context of relevant accounting principles. 


The Commission finds that the amendment is 
minor and technical in nature and that publication 
for comment pursuant to Section 553(b) of the 
Administrative Procedure Act and related 
procedures are unnecessary. 


Accordingly, 17 CFR 256 is amended by revising 
§256.421 to read as follows: 


PART 256—UNIFORM SYSTEM OF ACCOUNTS FOR 
MUTUAL SERVICE COMPANIES AND SUBSIDIARY 
SERVICE COMPANIES, PUBLIC UTILITY HOLDING 
COMPANY ACT OF 1935 


§256.421 Miscellaneous income or loss. 


This account shall include all income or loss items 
not provided for elsewhere. 
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(Secs. 13, 15, 20, 49 Stat. 825, 828, 833; 15 U.S.C. 
79m, 790, 79t) 


The amendment is effective immediately and 
applies to all transactions of service companies 
during the current fiscal year, including transactions 
occurring prior to the date hereof. Since the revised 
Uniform System of Accounts was not effective until 
January 1, 1980, the deleted requirement will have 
no application. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21614/June 10, 1980 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 


(70-6454) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS 


Indiana & Michigan Electric Company (“I&M”), an 
electric utility subsidiary of American Electric Power 
Company, Inc. (“AEP”), a registered holding 
company, has filed with this Commission a 
declaration pursuant to Sections 6 and 7 of the 
Public Utility Holding Company Act of 1935 (“Act”) 
and Rule 50 promulgated thereunder regarding the 
following proposed transaction. 


1&M proposes to issue and sell up to $80,000,000 
aggregate principal amount of its first mortgage 
bonds of a new series, having a maturity of not less 
than 5 years and not more than 30 years. The 
interest rate, which will be expressed in a multiple of 
1/8 of 1%, and the price to be paid to |&M for the 
bonds, which shall not be less than 99% and shall not 
exceed 102-3/4%, will be issued under and secured 
by |&M’s Mortgage and Deed of Trust, dated June 1, 
1939, between it and Irving Trust Company and D.W. 
May, Trustees, as previously amended and 
supplemented, and as to be further amended by a 
Supplemental Indenture to be dated June 1, 1980. 
None of the bonds may be redeemed prior to a date 
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five years subsequent to the first day of the month in 
which the bonds are first authenticated and 
delivered, if such redemption is for the purpose of 
refunding such bonds through the use, directly or 
indirectly, of borrowed funds at an effective interest 
cost of less than the effective interest cost to the 
company of such bonds. 


The proposed saie of the bonds is part of an overall 
financing program of 1&M which also contemplates 
that AEP, I&M’s parent, will make cash capital 
contributions in an aggregate amount of up to 
$50,000,000 during 1980, as previously authorized 
on December 21, 1979 (HCAR No. 21352). As of 
March 30, 1980, |&M had received cash capital 
contributions in an aggregate amount of 
$25,000,000. 


The proceeds from the sale of the bonds will be used 
to repay unsecured short-term indebtedness of |&M 
consisting of notes payable to banks and 
commercial paper. As of March 31, 1980, 
approximately $128,330,000 principal amount of 
such unsecured short-term debt was outstanding 
and it is anticipated that, at the time of the sale of the 
new bonds and following receipt of the cash capital 
contributions, not less than $150,000,000 
aggregate principal amount of such unsecured 
short-term debt will be outstanding. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$245,060, including legal fees of $45,000, printing 
fees of $105,000, accountant’s fees of $15,000 and 
trustee fees of $24,000. The Public Service 
Commission of Indiana and the Michigan Public 
Service Commission have authorized the proposed 
transaction. No other state or federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21554), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable 
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provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
granted forthwith, subject to the terms and 
conditions prescribed in Rules 24 and 50 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21615/June 10, 1980 


In the Matter of 


SHO-ME POWER CORPORATION 
Marshfield, Missouri 


CRAWFORD ELECTRIC COOPERATIVE, INC. 
Bourbon, Missouri 


GASCOSAGE ELECTRIC COOPERATIVE 
Dixon, Missouri 


HOWELL-OREGON ELECTRIC COOPERATIVE, INC. 
West Plains, Missouri 


INTERCOUNTY ELECTRIC COOPERATIVE 
Licking, Missouri 


LACLEDE ELECTRIC COOPERATIVE 
Lebanon, Missouri 


SE-MA-NO ELECTRIC COOPERATIVE 
Mansfield, Missouri 


WEBSTER ELECTRIC COOPERATIVE 
Marshfield, Missouri 


SOUTHWEST ELECTRIC COOPRATIVE 
Bolivar, Missouri 


WHITE RIVER VALLEY ELECTRIC COOPERATIVE 
Branson, Missouri 


(31-774) 


ORDER GRANTING APPLICATION FOR EXEMPTION 
PURSUANT TO SECTION 3(a)(1) 
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Sho-Me Power Corporation (“Sho-Me”), an electric 
utility company organized under the laws of 
Missouri, and each of the nine rural electric 
distribution cooperative corporations (“the 
Distribution Cooperatives”) which own all of the 
issued and outstanding capital stock of Sho-Me, 
have filed an application for exemption, and an 
amendment thereto, pursuant to Section 3(a)(1) or 
(a)(2) of the Public Utility Holding Company Act of 
1935 (“Act”). 


Sho-Me is the wholesale power supplier for the 
Distribution Cooperatives and for eighteen 
municipalities in Missouri, and serves 
approximately 8000 retail customers in rural 
Missouri. Sho-Me has 24,993 shares of common 
stock issued and outstanding which are owned 
equally by the nine Distribution Cooperatives. At 
December 31, 1979, Sho-Me reported total assets of 
$54,042,765, and, for the year then ended, gross 
operating revenues of $40,592,173. 


Each of the Distribution Cooperatives is organized 
under the laws of and operates exclusively within 
Missouri. The Distribution Cooperatives are subject 
to regulation by the Rural Electrification 
Administration. They are not engaged in any 
business other than the business of supplying 
electric energy to their respective consumer 
members, and have no subsidiary companies other 
than Sho-Me. At December 31, 1979, and for the 
year then ended, the Distribution Cooperatives 
reported total assets and operating revenues and 
patronage capital as follows: 


Operating 
Revenues and 
Patronage 
Capital 
$4,815,103 
2,247,549 


Total 

Assets 
$12,203,453 
3,858,079 


Distribution Cooperative 
. Crawford Electric Coop. Inc. 
. Gascosage Electric Coop. 
. Howell-Oregon Electric 
Coop. Inc. 
. Intercounty Electric 
Coop., Ass'n. 
5. Laclede Electric Coop. 
6. Se-Ma-No Electric Coop.* 
7. Southwest Electric Coop. 
8 
9 


14,157,995 6,340,855 
17,792,378 
14,898,639 
3,890,203 
15,124,479 
5,887,719 


8,918,459 

7,204,687 

1,475,247 

7,779,556 

. Webster Electric Coop. 3,209,057 
. White River Valley Electric 

Coop., Inc. 
* at August 31, 1979 


20,257,315 8,986,304 


Section 3(a)(1) provides that the Commission may 
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exempt a holding company and its subsidiaries, as 
such, if: 


such holding company, and every subsidiary 
company thereof which is a_ public-utility 
company from which such holding company 
derives, directly or indirectly, any material part 
of its income, are predominantly intrastate in 
character and carry on their business 
substantially in a single State in which such 
holding company and every such subsidiary 
company thereof are organized. 


On the basis of the facts in the application, it appears 
that each of the Distribution Cooperatives is entitled 
to an exemption under Section 3(a)(1) and that the 
exemption is in the public interest and interest of 
investors and consumers. The exemption extends to 
each Distribution Cooperative, as a holding 
company, and to its subsidiary electric utility 
company, Sho-Me. It does not relieve the 
Distribution Cooperatives from Section 9(a)(2) of the 
Act, or from any other provision of the Act which 
would apply to any one of them as an “affiliate” of any 
other public utility or holding company, nor does it 
extend to any other company which may hereafter 
become a “holding company” with respect to Sho- 
Me. The application, as amended, will be granted 
under Section 3(a)(1), only, and no findings are 
included herein with respect to Section 3(a)(2) as an 
alternative basis for exemption. 


Due notice of the filing of said application, as 
amended, has been given (HCAR No. 21575), and no 
hearing has been requested of or ordered by the 
Commissioin. Upon the basis of the facts in the 
record, it is hereby found that the Distribution 
Cooperatives and Sho-Me are entitled to an 
exemption from all provisions of the Act, except 
Section 9(a)(2); and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said application, as amended, be 
granted: 


IT IS ORDERED, accordingly, that said application, 
as amended, be, and it hereby is, granted forthwith. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21616/June 10, 1980 


In the Matter of 


TRANSOK PIPE LINE COMPANY 
P.O. Box 3008 
Tulsa, Oklahoma 74101 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
212 East 6th Street 
Tulsa, Oklahoma 74119 


(70-6467) 


NOTICE OF PROPOSED CAPITAL CONTRIBUTION 
BY PARENT COMPANY TO SUBSIDIARY PIPELINE 
COMPANY 


NOTICE IS HEREBY GIVEN that Public Service 
Company of Oklahoma (“PSO”), an electric utility 
subsidiary of Central and South West Corporation 
(“CSW”), a registered holding company, and 
Transok Pipe Line Company (‘“Transok”), a 
subsidiary pipeline company of PSO, have filed an 
application-declaration with this Commission 
pursuant to the Public Utility Holding Company Act 
of 1935 (“Act”) designating Sections 9, 10 and 12 of 
the Act and Rules 43 and 45 promulgated 
thereunder as applicable to the proposed 
transaction. All interested persons are referred to 
the application-declaration, which is summarized 
below, for a complete statement of the proposed 
transaction. 


Transok is an intrastate pipeline company with 
operations limited to its state of incorporation, 
Oklahoma. All of its common stock is owned by PSO. 
Transok is engaged in the purchase, transportation 
and sale to PSO of natural gas pursuant to a 
contractual arrangement to supply PSO’s electric 
generating stations with boiler fuel on a long-term 
basis. 


PSO proposes to make a capital contribution of 
$10,000,000 to Transok. The full amount of the 
capital contribution will be used to increase 
Transok’s equity base primarily to support 
refinancing of $27,000,000 of Transok bonds due in 
November, 1980. 


The proceeds of the capital contribution will be used 
to repay short-term debt incurred in connection with 
Transok’s 1979 and 1980 construction programs. At 
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July 15, 1980, short-term borrowings will 
approximate $11,000,000. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$2,250. It is stated that no state or federal 
commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 3, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
application-declaration which he desires to 
controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail upon the applicants-declarants 
at the above-stated addresses, and proof of service 
(by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application-declaration, as 
filed or as it may be amended, may be granted and 
permitted to become effective as provided in Rule 23 
of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who receive any 
notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21617/June 10, 1980 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
Dallas, Texas 


CENTRAL POWER AND LIGHT COMPANY 
Corpus Christi, Texas 


SOUTHWESTERN ELECTRIC POWER COMPANY 
Shreveport, Louisiana 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 


WEST TEXAS UTILITIES COMPANY 
Abilene, Texas 


CENTRAL AND SOUTH WEST SERVICES, INC. 
Dallas, Texas 


(70-6163) 


ORDER AUTHORIZING PROPOSED INCREASE IN 
SHORT-TERM BORROWING AUTHORIZATION OF 
SUBSIDIARY 


Central and South West Corporation (“CSW”), a 
registered holding company, and five of its 
subsidiaries, Central Power and Light Company 
(“CPL”), Southwest Electric Power Company 
(“SWEPCO”), Public Service Company of Oklahoma 
(“PSO”), West Texas Utilities Company (“WTU”), and 
Central and South West Services, inc. (“CSWS”) have 
filed with this Commission a_ post-effective 
amendment to their application-declaration 
previously filed and amended with this Commission 
pursuant to Sections 6, 7, 9(a), 10, 12(b) and 12(f) of 
the Public Utility Holding Company Act of 1935 
(“Act”) and Rules 43, 45 and 50 promulgated 
thereunder concerning the following proposed 
transaction. 


By orders dated June 30, 1978, October 27, 1978, 
March 29, 1979, May 9, 1979, June 14, 1979, July 
19, 1979, July 31, 1979, October 24, 1979, February 
5, 1980 and March 20, 1980 in this matter (HCAR 
Nos. 20608, 20749, 20978, 21041, 21097, 21150, 
21166, 21269, 21421 and 21482), CSW and its 
’ subsidiaries were authorized to incur short-term 
borrowings through December 31, 1981 in a 
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maximum aggregate collective amount of 
$250,000,000 and in the following individual 
amounts: CSW, $200,000,000; CPL, $100,000,000; 
SWEPCO, $75,000,000; PSO, $90,000,000; WTU, 
$15,000,000; and CSWS, $4,000,000. The short- 
term borrowings are pursuant to a CSW System 
money pool under which CSW and its subsidiaries 
coordinate their short-term borrowings and make 
borrowings outside the money pool from banks and 
through the issuance of commercial paper. The 
money pool consists of funds from the following 
sources: (i) surplus funds of CSW; (ii) surplus of 
funds of the subsidiaries; (iii) borrowings by CSW or 
the subsidiaries from banks; and (iv) proceeds from 
CSW’s sales of commercial paper. 


CSW administers the money pool by matching up, to 
the extent possible, short-term cash surplus and 
loan requirements of itself and its subsidiaries. 
Subsidiary requests for short-term loans are met 
first from surplus funds of the other subsidiaries 
which are available to the money pool and then from 
CSW’s corporate funds, to the extent available. When 
these sources of funds are insufficient to meet and 
sell its commercial paper to commercial paper 
dealers and to certain approved financial 
institutions, and to borrow from banks. 


By post-effective amendment, CSW and PSO request 
that PSO’s short-term borrowing limit be increased 
to $180,000,000 through December 31, 1981 
subject to the passage of the amendment to PSO’s 
Restated Articles of Incorporation, as amended 
(“Articles”) by its preferred shareholders (see File 
No. 70-6453), provided in no event shall short-term 
debt exceed 20% of capitalization. It is stated that 
CSW is not requesting an increase in the CSW 
System limit of $250,000,000. It is further stated 
that PSO’s ability to sell first mortgage bonds and 
preferred stock has been limited. In view of PSO’s 
continuing need for funds it is securing a 
$90,000,000 non-negotiable bank loan (see File No. 
70-6446). The proposed increase in short-term 
borrowing authorization will give PSO the ability to 
prepay the bank notes at any time with short-term 
debt. Such prepayment would occur if in PSO’s 
opinion it were economically in PSO’s best interest. 
While the bank notes will be beneficial to PSO in 
meeting its current needs, PSO will not be able to 
increase or decrease at will the amount of the notes 
outstanding. If a note is prepaid, the prepaid amount 
cannot be borrowed in the future. Short-term debt 
has the advantage of being able to be changed based 
on the daily needs of PSO. 
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The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$150. No state or federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and 
the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest 
of investors and consumers that said application- 
declaration, as amended by said post-effective 
amendment, be granted: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application-declaration, as amended by said post- 
effective amendment, be, and it hereby is, granted 
forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21618/June 11, 1980 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 


(70-6458) 


ORDER AUTHORIZING PROPOSED FINANCING OF 
POLLUTION CONTROL FACILITIES 


Indiana & Michigan Electric Company (“l&M’”), an 
electric utility subsidiary company of American 
Electric Power Company, Inc. (“AEP”), a registered 
holding company, has filed with this Commission an 
application-declaration and amendments thereto 
pursuant to Section 9(a), 10 and 12(d) of the Public 
Utility Holding Company Act of 1935 (“Act”) and 
Rule 44(b)(3) promulgated thereunder regarding 
the following proposed transactions. 
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&M is in the process of constructing certain high 
efficiency electrostatic precipitators, ash disposal 
systems, a stack, cooling towers and other water 
pollution control systems (“Project”) at its Rockport 
Generating Station (‘Plant’), currently under 
construction near the City of Rockport (“City”) in 
Spencer County, Indiana. It is estimated that the 
Plant will in the aggregate cost approximately 
$1,600,000,000. By resolution of June 2, 1977, the 
City determined that, pursuant to the Act, it would 
authorize and issue one or more series of its pollu- 
tion control revenue bonds (“Bonds”) to finance the 
cost of engineering, design, acquisition and 
construction of the Project, including reimburse- 
ment or repayment to |&M of monies expended by 
I&M for planning, engineering, acquisition and 
construction of the Project. 


1&M proposes to enter into an Agreement of Sale 
(“Agreement”) with the City which will provide for the 
construction and installation of facilities comprising 
the Project by the City, and the issuance by the City of 
Bonds (i) in an initial principal amount of up to 
$50,000,000 (“Series A Bonds”), and (ii) additional 
Bonds in principal amounts which, when added to 
the principal amount of the Series A Bonds, are 
sufficient to cover the cost of construction of the 
Project. The proceeds of the sale of the Series A 
Bonds will be deposited by the City with Lincoln 
National Bank and Trust Company of Fort Wayne, as 
Trustee (“Trustee’’), under an Indenture 
(“Indenture”) to be entered into between the City 
and Trustee pursuant to which the Series A Bonds 
are to be issued and secured. Such proceeds will be 
applied to payment of the cost of construction of the 
Project. The Agreement also will provide for the sale 
of the Project to 1&M, the payment by I&M of the 
purchase price of the Project in semi-annual 
installments over a term of years, and the 
assignment and pledge to the Trustee of the City’s 
interest in, and of the monies receivable by the City 
under, the Agreement. 


Proceeds received by I&M in reimbursement of its 
cost of construction of the Project will be applied to 
the payment of unsecured short-term indebtedness 
of |&M and for other corporate purposes. As of March 
31, 1980, such short-term indebtedness of |&M 
amounted to $128,330,000. 


The Agreement will provide that each installment of 
the purchase price for the Project payable by |&M 
will be in such an amount (together with other 
monies held by the Trustee under the Indenture for 
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that purpose) as will enable the City to pay, when 
due, (i) the interest on the Series A Bonds, any 
additional bonds and any refunding bonds, (ii) the 
principal amount of the Series A Bonds, any 
additional bonds and any refunding bonds payable 
at the time of their respective stated maturities and 
(iii) amounts, including any accrued interest, 
payable in connection with any mandatory 
redemption of the Series A Bonds, any additional 
bonds or any refunding bonds. The Agreement will 
also obligate |&M to pay the fees and charges of the 
Trustee, as well as certain administrative expenses 
of the City. 


1&M shall have the option to prepay the purchase 
price of the Project in whole (i) upon the occurrence 
of certain events by paying amounts sufficient to 
redeem all Bonds then outstanding, the fees and 
expenses of the Trustee, and all other amounts 
payable under the Indenture, or (ii) at any time by 
depositing monies in the Bond Fund or delivering to 
the Trustee governmental obligations sufficient in 
either case to provide for the release of the Indenture 
in accordance with its terms. Upon prepayment of 
the entire purchase price of the Project, |1&M may 
terminate the Agreement. 


1&M may also prepay the purchase price of the 


Project in part, such payments to be paid to the 
Trustee for deposit in the Bond Fund and credited 
against the purchase price and used for the 
redemption or purchase of outstanding Bonds in the 
manner and to the extent the outstanding Bonds are 
redeemable or subject to purchase as provided in 
the Indenture. 


1&M will convey the pollution control facilities, to the 
extent that they have already been constructed and 
are then in place at the plant site, subject to the lien 
of the I&M first mortgage, and I&M will be entitled 
under the Agreement to be reimbursed from the 
proceeds of the Bonds for its costs of construction. 
The existing facilities will thereupon become a part 
of the Project which 1&M will repurchase from the 
City pursuant to the Agreement. 


It is contemplated that the Series A Bonds will be 
sold by the City pursuant to arrangements with a 
group of underwriters represented by E.F. Hutton & 
Company, Inc. The record is incomplete with respect 
to the commissions to be received by the respective 
underwriters, the interest rate to be borne by the 
Series A Bonds, the price at which such bonds will be 
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offered to the public and the effective interest cost to 
complete the transaction. 


The Series A Bonds will be dated on or about the first 
day of the month in which they are issued, will bear 
interest semi-annually and will mature at a Gace or 
dates not more than 30 years from the date of their 
issuance. It is expected that the Series A Bonds will 
not be redeemable at the option of the City within 10 
years from their issue date except under certain 
circumstances. Series A Bonds will be subject to 
mandatory redemption under the circumstances 
and terms specified in the Indenture. 


The fees and expenses to be incurred by I&M in 
connection with the proposed transaction are 
estimated at $52,000 including legal fees of 
$40,000. The Public Service Commission of Indiana 
and the Michigan Public Service Commission have 
authorized the proposed transaction. No other state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said application- 
declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act 
(HCAR No. 21558), and no hearing has been 
requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors 
and consumers that said application-declaration, as 
amended, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it 
hereby is, granted and permitted to become 
effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act and subject to the reservation of jurisdiction 
ordered below. 


IT IS FURTHER ORDERED that the Commission 
hereby reserves jurisdiction with respect to the 
commissions to be received by the respective 
underwriters, the interest rate to be borne by the 
Series A Bonds, the price at which such bonds will be 
offered to the public, and the effective interest cost 
to complete the transaction. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21619/June 11, 1980 


In the Matter of 


APPALACHIAN POWER COMPANY 
Roanoke, Virginia 


(70-6461) 


ORDER AUTHORIZING ISSUANCE OF UNSECURED 
PROMISSORY NOTES 


Appalachian Power Company (“Appalachian”), an 
electric utility subsidiary of American Electric Power 
Company (“AEP”), a registered holding company, 
has filed with this Commission a declaration 
pursuant to Sections 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 


50(a)(2) promulgated thereunder regarding the 
following proposed transaction. 


Appalachian proposes to issue, from time to time 
through June 30, 1983, not in excess of 
$100,000,000 principal amount of unsecured 
promissory notes outstanding at any time. The notes 
will be issued to four banks pursuant to a revolving 
credit agreement (“Agreement”); the banks and the 


amounts of their proposed commitments are as 
follows: 


The Chase Manhattan Bank, N.A. ............... $25,000,000 

NSIISTIK SUN -PAS ss o's aes one rate cie wn tame a eeeee 25,000,000 

Continental Illinois National Bank and Trust 
Company of Chicago 

Manufacturers Hanover Trust Company 


25,000,000 
25,000,000 
$100,000,000 


The proposed Agreement provides that Appalachian 
will pay to each bank, quarterly, acommitment fee of 
1/2 of 1% per annum on the average daily unused 
amount of such bank’s commitment, computed 
from the effective date of the Agreement. 
Appalachian would have the right at any time to 
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terminate in whole, or from time to time to reduce in 
part, the unused commitments of the banks. 


Borrowings will be evidenced by a note of 
Appalachian which will be due and payable not less 
than 90 days from the date of such note nor later 
than June 30, 1983, the exact maturity to be 
determined by Appalachian at the time of each 
borrowing. The notes will bear interest from the date 
of issuance and will be payable on the last day of 
March, June, September and December in each 
year, at maturity (whether by acceleration or 
otherwise), and after maturity on demand. Such 
interest will be: (i) prior to maturity, at a fluctuating 
rate per annum equal at all times to 105% of the 
highest published prime commercial lending rate of 
any of the banks for 90 days unsecured domestic 
loans; and (ii) from maturity, whether by 
acceleration or otherwise, at a fluctuating rate per 
annum equal at all times tothe sum of 1% plus 105% 
of such prime rate. No compensating balances will 
be required and the notes will be prepayable at any 
time without premium or penalty. 


The proceeds from the issuance of the notes will be 
used to pay outstanding short-term debt. At April 15, 
1980, Appalachian had approximately 
$147,000,000 of short-term debt outstanding. 


Appalachian claims exemption from the competitive 
bidding requirements of Rule 50 pursuant to 
subparagraph (a)(2) thereof. 


The fees and expenses to be incurred in connection, 
with the proposed transactions are estimated at 
$8,500, including $5,000 of estimated legal fees and 
miscellaneous expenses. The Virginia State 
Corporation Commission and the Tennessee Public 
Service Commission have authorized the proposed 
transactions. No other state or federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21569), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, as amended, be granted: 
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IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that 
said declaration, as amended, be, and it hereby is, 
granted, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act, 
except that certificates thereunder shall be filed 
quarterly. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21620/June 12, 1980 


In the Matter of 


YANKEE ATOMIC ELECTRIC COMPANY 
25 Research Drive 


Westborough, Massachusetts 01581 
(70-6463) 


NOTICE OF PROPOSED INCREASE IN RATE OF 
RETURN ON INVESTMENT IN WORKING CAPITAL 
OF SERVICE DIVISION OF NUCLEAR POWER 
GENERATING COMPANY 


NOTICE IS HEREBY GIVEN that Yankee Atomic 
Electric Company (“Yankee Atomic”), a generating 
subsidiary of Northeast Utilities and of New England 
Electric System, both registered holding companies, 
has filed with this Commission a declaration 
pursuant to the Public Utility Holding Company Act 
of 1935 (“Act”), designating Section 13 of the Act 
and Rules 90 and 91 promulgated thereunder as 
applicable to the proposed transaction. All 
interested persons are referred to the declaration, 
which is summarized below, for a complete 
statement of the proposed transaction. 


All of the outstanding capital stock of Yankee Atomic 
was acquired by its eleven sponsoring electric 
utilities pursuant to Commission orders dated 
November 25, 1955, and December 24, 1958 
(HCAR Nos. 13048 and 13900). It was organized to 
construct and operate New England’s first atomic 
power plant, located at Rowe, Massachusetts. 
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By order dated August 20, 1968 (HCAR No. 16141), 
Yankee Atomic was authorized to establish the 
Nuclear Service Division (“NSD”), which was 
organized to provide support services to Yankee 
Atomic’s plant in Rowe and to various individual 
nuclear power projects undertaken by one or more of 
Yankee Atomic’s sponsoring utilities and their 
associates and affiliates. The terms of organization, 
conduct of business and method of cost allocation of 
NSD are set forth in said order. Also contained inthe 
order of August 20, 1968, was a provision 
authorizing Yankee Atomic to allocate to NSD initial 
working capital of about $200,000, equivalent to 
approximately 45 days’ expenses plus investment in 
office equipment, and to receive a return of 6% per 
annum on such investment in working capital, said 
return to be included in the costs of services 
rendered by NSD. 


In the instant filing Yankee Atomic requests that it be 
authorized to increase the rate of return on its 
investment in NSD’s working capital (which is 
included in the costs of services rendered by NSD) 
from the currently authorized 6% to the overall rate 
of return (including related federal and state income 
tax allowances) most recently ordered (or accepted) 
by the Federal Energy Regulatory Commission 
(“FERC”) in rate proceedings involving Yankee 
Atomic. It is stated that use of the present 6% rate of 
return has resulted in those using NSD’s services not 
paying a fair return to Yankee Atomic for the working 
capital supplied to NSD by Yankee Atomic. Yankee 
Atomic allocated average working capital to NSD of 
$1,741,000 in 1979, which amount was the 
equivalent of approximately 45 days’ expenses. 


Declarant states that the most recent overall rate of 
return allowed it in FERC proceedings is 9.72% after 
income taxes (FERC Order Docket Nos. E-9420 and 
E-9421, July 20, 1977). Yankee Atomic also 
requests that any new rate allowed by FERC with 
respect to it become effective for NSD upon the later 
of (a) the filing with this Commission of the FERC 
order authorizing such new rate for Yankee Atomic, 
or (b) the effective date of such order. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$3,500. It is stated that no state commission and no 
federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may not later than July 8, 1980, request in 
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writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the declarant at the above-stated address, and 
proof of service (by affidavit or, in the case of an 
attorney at law, by certificate) should be filed with 
the request. At any time after said date the 
declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 
of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
any any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21621/June 12, 1980 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 

AMERICAN ELECTRIC POWER SERVICE 
CORPORATION 

2 Broadway 

New York, New York 10004 


(70-6162) 

NOTICE OF PROPOSED INCREASE IN BANK 
BORROWINGS BY SERVICE COMPANY SUBSIDIARY 
AND GUARANTY THEREOF BY HOLDING COMPANY 
NOTICE IS HEREBY GIVEN that American Electric 


Power Company, Inc. (“AEP”), a registered holding 
company, and its service company subsidiary 
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American Electric Power Service Corporation 
(“Service Company’) have filed with this 
Commission a post-effective amendment to their 
declaration previously filed and amended pursuant 
to the Public Utility Holding Company Act of 1935 
(“Act”), designating Sections 6(a), 7 and 12 of the 
Act and Rule 50(a)(2) promulgated thereunder as 
applicable to the proposed transaction. All 
interested persons are referred to the declaration, as 
amended by said post-effective amendment, which 
is summarized below, for a complete statement of 
the proposed transaction. 


By order dated June 9, 1978 (HCAR No. 20585), 
declarants were authorized to enter into a loan 
agreement (‘Agreement’) with the Chase 
Manhattan Bank, N.A. (“Chase”), concerning 
borrowings by Service Company from Chase of up to 
$10,000,000 and a guaranty of such indebtedness 
by AEP. The Agreement provides, among other 
things, that the notes issued thereunder will mature 
on May 1, 1985; that borrowings will bear interest at 
an annual rate of 105% of the Chase’s prime rate 
until May 31, 1979, and at an annual rate of 108% of 
its prime rate from May 31, 1979, until maturity; and 
that Service Company will pay quarterly each year a 
substitute interest at the rate of 1/2% per annum on 
the daily average unused portion of the $10,000,000 
of credit made available. At present Service 
Company has outstanding $8,500,000 of such 
borrowings. 


By post-effective amendment declarants request 
authorization to enter into an amendment 
(“Amendment”) to the Agreement, pursuant to 
which Chase would agree to lend Service Company 
up to an additional $5,000,000 from time to time 
through May 31, 1985, thus making Chase’s total 
commitment $15,000,000. AEP would guarantee 
the borrowings by Service Company under the 
Amendment, and confirm its guarantee of 
borrowings under the Agreement. 


Borrowings under Chase’s additional $5,000,000 
commitment under the Amendment would be 
evidenced by unsecured promissory notes (1) which 
mature May 31, 1985; (2) which bear interest 
payable quarterly at an annual rate equal to(a) 108% 
of the higher of Chase’s prime rate or its Base Rate 
(the rate for three-month negotiable certificates of 
deposit published weekly by the Federal Reserve 
Bank of New York plus 1/2 of 1%) until May 31, 
1981, and (b) 108% of Chase’s prime rate from May 
31, 1981, until maturity; and (c) which are 
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prepayable in whole or in part without penalty. The 
Amendment will also provide for the quarterly 
payment of substitute interest (computed from the 
date of the Commission’s order authorizing the 
transaction) at the rate of 1/2% per annum on the 
average daily unused portion of the $5,000,000 
additional credit made available under the 
Agreement. Borrowings under the original 
Agreement will continue to bear interest as therein 
provided. 


It is stated that borrowings by Service Company 
under the Amendment, together with further 
borrowings under the original Agreement, will be 
used to provide working capital and to provide funds 
for the acquisition of real estate for the construction 
of a new office building for Service Company in 
Columbus, Ohio. 


Declarants claim exemption from the competitive 
bidding requirements of Rule 50 for Service 
Company’s issuance of notes to Chase pursuant to 
Rule 50(a)(2). 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$2,100. It is stated that no state commission and no 
federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 7, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
declaration, as amended by said post-effective 
amendment, which he desires to controvert; or he 
may request that he be notified if the Commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or 
by mail upon the declarants at the above-stated 
address and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the 
declaration, as amended by said post-effective 
amendment or as it may be further amended, may 
be permitted to become effective as provided in Rule 
23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who 
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request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21622/June 12, 1980 


In the Matter of 


OHIO POWER COMPANY 
301 Cleveland Avenue, S.W. 
Canton, Ohio 44702 


(70-6445) 


NOTICE OF PROPOSED ACQUISITION OF COAL 
BARGES 


NOTICE IS HEREBY GIVEN that Ohio Power 
Company (“Ohio Power’), an electric utility 
subsidiary of American Electric Power Company, 
Inc. (“AEP”), a registered holding company, has filed 
with this Commission an application pursuant to the 
Public Utility Holding Company Act of 1935 (“Act”), 
designating Sections 9 and 10 of the Act as 
applicable to the proposed transaction. All 
interested persons are referred to the application, 
which is summarized below, for a complete 
statement of the proposed transaction. 


Ohio Power proposes to acquire by lease sixty-five 
open hopper barges, having dimensions of 
approximately 175 feet by 26 feet. The barges will be 
operated by Indiana & Michigan Electric Company 
(“1&M”), another electric utility subsidiary of AEP, 
which is experienced in the operation of barges. |&M 
will use the barges to provide transportation services 
to Ohio Power and other AEP System operating 
utilities. The sixty-five barges which are the subject 
of the instant application are needed to replace 
barges which are being retired from service (all of 
which are presently leased by |&M) due to age and 
deteriorated condition. 
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|1&M became involved in the barging of coal on its 
own behalf when it acquired on September 4, 1973, 
the assets of a barge line which was disposing of its 
business. These assets included, among other 
things, 11 towboats, 175 standard barges, 73 jumbo 
barges and 2 dry docks; these cited items were 
subsequently sold to and leased back by |&M from 
GATX Corporation or GATX Aircraft Corporation. 


1I&M also leased 20 standard barges in 1975. In 
1976, pursuant to Commission order dated July 23, 
1976 (HCAR No. 19623), |&M entered into an 
agreement to operate on behalf of Ohio Power 8 
towboats, 140 jumbo barges and 20 standard barges 
that were leased by Ohio Power. By order dated April 
14, 1977 (HCAR No. 19986), 1&M was authorized to 
acquire by lease an additional 8 towboats and 100 
jumbo barges. 


1&M currently uses 179 standard barges and 304 
jumbo barges to transport coal to AEP system plants 
which receive coal by barge. Based on the estimated 
volume of coal to be consumed at such plants during 
the early 1980's, it is estimated that the AEP 
system’s coal transportation requirements could 
best be met by having constantly available a fleet of 
242 standard barges and 234 jumbo barges, 
together with an allowance for 13 standard barges 
and 10 jumbo barges in periodic maintenance, or a 
total fleet of 499 barges (255 standard and 244 
jumbo). It is stated that of the 179 standard barges 
available, only 114 are economically usable and the 
remaining 65 must be replaced. In order to meet, in 
part, the need for standard barges, I1&M plans to 
place temporarily 60 jumbo barges in movements 
which would be more economical to perform with 
standard barges, and to replace 65 standard barges. 
The 65 standard barges to be retired will be returned 
to GATX, the lessor, on November 1, 1980, the end of 
the current lease term. There is no penalty 
associated with such return at the end of the lease 
period. 


Concerning the company which should acquire the 
65 new barges in replacement of those to be retired, 
it is stated that Ohio Power should be the entity for 
the reason that Ohio Power is expected to use 
approximately 60% of the AEP System’s standard 
barges during the 1980's, yet owns no such barges 
and leases only 20 such barges. The barges would be 
operated by |&M for Ohio Power pursuant to an 
operating agreement which is a subject in a filing 
pending with this Commission (File No. 70-6161). 
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The 65 new barges to be acquired by Ohio Power are 
expected to be delivered as soon as is commercially 
practicable after November 1980. It is anticipated 
that their purchase price will be approximately 
$11,500,000 and that their construction will begin 
after execution of a Barge Purchase Agreement. 


It is presently contemplated that such agreement 
may be assigned to a lessor or his designee who will 
take title to the barges as they are completed by the 
manufacturer. Thereafter the barges will be leased 
to Ohio Power. The terms and conditions of the 
contemplated leasing transaction will be the subject 
of a further filing with this Commission. 


It is stated that |1&M, the operator, intends to use the 
65 barges to provide coal deliveries to AEP system 
plants, and that it intends to include the lease 
charges in the operating expenses allocated to the 
affiliated companies benefitting from barge 
services. The method of charging these barging 
expenses is a subject in the above-mentioned 
pending filing concerning the operating agreement 
between Ohio Power and I&M (File No. 70-6161). 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$2,000. It is stated that no state commission and no 
federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may not later than July 8, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
applicatioin which he desires to controvert; or he 
may request that he be notified if the Commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or 
by mail upon the applicant at the above-stated 
address, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed 
with the request. At any time after said date the 
application, as filed or as it may be amended, may be 
granted as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. 
Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices 
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and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11204/June 6, 1980 


In the Matter of 


AMERICAN MUISIC STORES, INC. 
P.O. Box 126 
Bloomfield Hills, Michigan 48013 


and 


NATIONAL BANK OF DETRIOT 

as Co-Executor of the Will of Jack J. Wainger, 
Deceased 

Trust Division 

Box 222A 

Detroit, Michigan 48232 


(812-4541) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT 


American Music Stores, Inc. (‘Company’), 
registered under the Investment Company Act of 
1940 (“Act”) as a non-diversified, closed-end, 
management investment company, and National 
Bank of Detroit, as co-executor of the will of Jack J. 
Wainger, deceased (“Estate”), filed an application 
on September 24, 1979, and an amendment thereto 
on February 21, 1980, for an order of the 
Commission, pursuant to Section 17(b) of the Act, 
exempting from the provisions of Section 17(a) of 
’ the Act the proposed sale of a promissory note by the 
Company to the Estate. 
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On May 7, 1980, a notice was issued (Investment 
Company Act Release No. 11161) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found, on 
the basis of the information stated in the application, 
that the terms of the proposed transaction, including 
the consideration to be paid and received, are 
reasonable and fair and do not involve overreaching 
on the part of any person concerned, and that the 
proposed transaction is consistent with the policies 
of the Company and with the general purposes of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed sale of the promissory note by the 
Company to the Estate be, and hereby is, exempted 
from the provisions of Section 17(a) of the Act, 
effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11205/June 6 1980 


In the Matter of 


EDWARD D. JONES & CO. DAILY PASSPORT CASH 
TRUST 

421 Seventh Avenue 

Pittsburgh, Pennsylvania 15219 


(812-4602) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM THE PROVISIONS 
OF SECTION 2(a)(41) OF THE ACT AND RULES 2a-4 
AND 22c-1 THEREUNDER 


Edward D. Jones & Co. Daily Passport Cash Trust 
(“Applicant”), registered under the Investment 
Company Act of 1940 (“Act”) as an open-end, 
diversified, management investment company, filed 
an application on January 24, 1980, and an 
amendment thereto on April 4, 1980, requesting an 
order pursuant to Section 6(c) of the Act, exempting 
applicant from the provisions of Section 2(a)(41) of 
the Act and Rules 2a-4 and 22c-1 thereunder, to the 
extent necessary to permit Applicant’s assets to be 
valued at amortized cost. 


On May 7, 1980, a notice was issued (Investment 
Company Act Release No. 11162) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemptions is 
appropriate in the public interest and consistent 
with the protection of investors and the purposed 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 thereunder, to the extent requested 
be, and hereby is, granted, effective forthwith, 
subject to the following conditions agreed to by 
Applicant: 
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(1) In supervising Applicant’s operations and 
delegating special responsibilities involving 
portfolio management to Applicant’s investment 
adviser, Applicant’s trustees (‘‘Trustees’’) 
undertake—as a particular responsibility within the 
overall duty of care owed to Applicant’s 
stockholders—to establish procedures reasonably 
designed, taking into account current market 
conditions and Applicant's investment objectives, to 
stabilize Applicant’s net asset value per share, as 
computed for the purpose of distribution, 
redemption and repurchase, at $1.00 per share. 


(2) Included within the procedures to be adopted by 
the Trustees shall be the following: 


(a) Review by the Trustees, as they deem 
appropriate and at such intervals as are reasonable 
in light of current market conditions, to determine 
the extent of deviation, if any, of the net asset value 
per share as determined by using available market 
quotations from Applicant’s $1.00 amortized cost 
price per share, and maintenance of records of such 
review.? 


(b) In the event such deviation from Applicant’s 
$1.00 amortized cost price per share exceeds 1/2 of 
1%, a requirement that the Trustees will promptly 
consider what action, if any, should be initiated. 


(c) Where the Trustees believe the extent of any 
deviation from Applicant’s $1.00 amortized cost 
price per share may result in material dilution or 
other unfair results to investors or existing 
stockholders, they shall take such action as they 
deem appropriate to eliminate or to reduce to the 
extent reasonably practicable such dilution or unfair 
results, which may include: redemption of shares in 
kind; selling portfolio instruments prior to maturity 
to realize capital gains or losses, or to shorten 
Applicant’s average portfolio maturity; withholding 





1To fullfill this condition, Applicant intends to use 
actual quotations or estimates of market value 
reflecting current market conditions chosen by its 
Trustees in the exercise of their discretion to be 
appropriate indicators of value which may include, 
inter alia, (1) quotations or estimates of market value 
for individual portfolio instruments, or (2) values 
obtained from yield data relating to classes of money 
market instruments published by reputable 
sources. 
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dividends; or utilizing a net asset value per share as 
determined by using market quotations. 


(3) Applicant will maintain a dollar-weighted 
average portfolio maturity approriate to its objective 
of maintaining a stable net asset value per share; 
provided, however, that Applicant will not (a) 
purchase any instrument with a remaining maturity 
of greater than one year, or (b) maintain a dollar 
weighted average portfolio maturity in excess of 120 
days. In fulfilling this condition, if the disposition of a 
portfolio security results in a dollar-weighted 
average portfolio maturity in excess of 120 days, 
Applicant will invest its available cash in such a 
manner as to reduce its dollar-weighted average 
portfolio maturity to 120 days or less as soon as 
reasonably practicable. 


(4) Applicant will record, maintain and perserve 
permanently in an easily accessible place a written 
copy of the procedures (and any modifications 
thereto) described in condition 1 above, and 
Applicant will record, maintain and preserve for a 
period of not less than six years (the first two years in 
an easily accessible place) a written record of the 
Trustees’ considerations and actions taken in 
connection with the discharge of their 
responsibilities, as set forth above, to be included in 
the minutes of the Trustees’ meetings. The 
documents preserved pursuant to this condition 
shall be subject to inspection by the Commission in 
accordance with Section 31(b) of the act as if such 
documents were records required to be maintained 
pursuant to rules adopted under Section 31(a) of the 
Act. 


(5) Applicant will limit its portfolio investments, 
including repurchase agreements, to those United 
States dollar-denominated instruments which its 
Trustees determine present minimal credit risks, 
and which are of high quality as determined by any 
major rating service or, in the case of any instrument 
that is not rated, of comparable quality as 
determined by the Trustees. 


(6) Applicant will include in each quarterly report, as 
an attachment to Form N-1Q, a statement as to 
whether any action pursuant to condition 2(c) above 
was taken during the preceding fiscal quarter, and, if 
any such action was taken, will describe the nature 
and circumstances of the action. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11206/June 6, 1980 


In the Matter of 


COLONIAL TAX EXEMPT INCOME FUND, INC. 


75 Federal Street 
Boston, Massachusetts 02110 


(811-2707) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT APPLICANT HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Colonial Tax Exempt 
Income Fund, Inc. (“Applicant”), an open-end, 
diversified, management investment company 
registered under the Investment Company Act of 
1940 (“Act”), filed an application on Form N-8F on 
April 18, 1980, for an order pursuant to Section 8(f) 
of the Act declaring that Applicant has ceased to be 
an investment company. All interested persons are 
referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicant registered under the Act on November 18, 
1976, and filed a registration statement on Form N- 
8B-1 pursuant to Section 8(b) of the Act on the same 
date. Applicant also filed a registration statement on 
Form S-5 pursuant to the Securities Act of 1933 (File 
No. 2-57686) on November 18, 1976, with respect to 
500,000 shares of Applicant’s common stock, $1 
par value. Said registration statement has not 
become effective and no public offering of 
Applicant’s common stock has commenced. 


Applicant represents that it never issued any 
securities and has no security-holders at the time of 
the filing of the application. Applicant further 
represents that it has no assets and that it has not 
transferred any assets at any time since ints 
inception to a separate trust, the beneficiaries of 
which were or are securityholders of Applicant. 
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Applicant states that it is currently incorporated 
pursuant to the laws of the Commonwealth of 


Massachusetts, that it is not now engaged and does ~ 


not propose to engage in any business activities 
other than those necessary for the winding-up of its 
affairs, and that its board of directors has authorized 
its dissolution and the filing of the application. 
Applicant further states that no distributions have 
been or will be made by it in connection with the 
winding-up of its affairs pursuant to its dissolution. 


According to the application, Applicant is not party 
to any litigation or administration proceeding and 
has no liabilities, except for 1980 Massachusetts 
corporate excise tax, which Applicant represents will 
be paid by Colonial Management Associates, Inc. 


Section 8(f) of the Act provides, in part, that when the 
Commission upon application finds that a registered 
investment company has ceased to be an invest- 
ment company, it shall so declare by order and, upon 
the taking effect of such order, the registration of 
such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 3, 1980, at 5:30 p.m., 
submit to the Commission in writing, a request for a 
hearing on the applicatin accompanied by a 
statement as to the nature of his interest, the reasons 
for such request and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 


upon Applicant at the address stated above. Proof of’ 


such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11207/June 9, 1980 


In the Matter of 


THE CHASE FUND OF BOSTON 
535 Boylston Street 
Boston, Mssachusetts 02116 


(812-4649) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
SECTION 2(a) (41) OF THE ACT AND RULES 2a-4 
AND 22c-1 THEREUNDER. 


The Chase Fund of Boston (“Applicant”), registered 
under the Investment Company Act of 1940 (“Act”) 
as an open-end diversified management investment 
company, filed an application on April 4, 1980, and 
an amendmentthereto on April 29, 1980, requesting 
an order of the Commission, pursuant to Section 
6(c) of the Act, exempting the proposed money- 
market fund series of the Applicant, Phoenix-Chase 
Money Market Fund Series (the “Series”) from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 thereunder, subject to conditions, to 
the extent necessary to permit the Series to value its 
portfolio securities using the amortized cost method 
of valuation. 


On May 7, 1980, a notice was issued (Investment 
Company Act Release No. 11160) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemption is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 
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IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 thereunder, to the extent requested, 
be and hereby is granted, effective forthwith, subject 
to the following conditions agreed to by Applicant: 


1. In supervising the Series’ operations and 
delegating special responsibilities involving 
portfolio management to the Appicant’s investment 
adviser, the Applicant’s Board of Trustees 
undertakes—as a particular responsibility within the 
overall duty of care owed to shareholders—to 
establish procedures reasonably designed, taking 
into account current market conditions and the 
Series’ investment objective, to stabilize the Series’ 
net asset value per share, as computed for the 
purpose of distribution, redemption and 
repurchase, at $1.00 per share. 


2. Included within the procedures to be adopted by 
the Board of Trustees shall be the following: 


(a) Review by the Board of Trustees, as it deems 
appropriate and at such intervals as are reasonable 
in light of current market conditions, to determine 
the extent of deviation, if any, of the net asset value 
per share as determined by using available market 
quotations from the Series’ $1.00 amortized cost 
price per share, and the maintenance of records of 
such review.! 


(b) Inthe event such deviation from the Series’ $1.00 





‘Applicant states that to fulfil this condition, the 
Series intends to use actual quotations or estimates 
of market value reflecting current market conditions 
chosen by the Board of Trustees in the exercise of its 
discretion to be appropriate indicators of value. In 
addition, Applicant states that the quotations or 
estimates utilized may include, inter alia, (1) 
quotations or estimates of market value for 
individual portfolio instruments, or (2) values 
obtained from yield data relating to classes of money 
market instruments published by reputable 
sources. 


2In fulfilling this condition, if the disposition of a 
portfolio instrument results in a dollar-weighted 
average portfolio maturity in excess of 120 days, the 
Series will invest its available cash in such amanner 
as to reduce its dollar-weighted average portfolio 
maturity to 120 days or less as soon as reasonably 
practicable. 
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amortized cost price per share exceeds 1/2 of 1 
percent, a requirement that the Board of Trustees 
will promptly consider what action, if any, should 
initiated. 


(c) where the Board of Trustees believes the extent 
of any deviation from the Series’ $1.00 amortized 
cost price per share may result in material dilution or 
other unfair results to investors or existing 
shareholders, it shall take such action as it deems 
appropriate to eliminate or to reduce to the extent 
reasonably practicable such dilution or unfair 
results, which may include: redemption of shares in 
kind; the sale of portfolio instruments prior to 
maturity to realize capital gains or losses, or to 
shorten the Series’ average portfolio maturity; 
withholding dividends; or utilizing a net asset value 
per share as determined by using available market 
quotations. 


3. The Series will maintain a dollar-weighted average 
portfolio maturity appropriate to its objective of 
maintaining a stable net asset value per share; 
provided, however, that the Series will not (a) 
purchase any instrument with a remaining maturity 
of greater than one year, or (b) maintain a dollar- 
weighted average portfolio maturity in excess of 120 
days.? 


4. Applicant will record, maintain, and preserve 
permanently in an easily accessible place a written 
copy of the procedures (and any modifications 
thereto) described in condition 1 above, and 
Applicant will record, maintain and preserve for a 
period of not less than six years (the first two years in 
an easily accessible place) a written record of the 
Board of Trustees’ considerations and actions taken 
in connection with the discharge of its 
responsibilities, as set forth above, to be included in 
the minutes of the Board of Trustees’ meetings. The 
documents preserved pursuant to this condition 
shall be subject to inspection by the Commission in 
accordance with Section 31(b) of the Act as though 
such documents were records required to be 
maintained pursuant to rules adopted under Section 
31(a) of the Act. 


5. The series will limit its portfolio investments, 
including repurchase agreements, to those United 
States dollar denominated instruments which the 
Board of Trustees determines present minimal 
credit risks, and which are of high quality as 
determined by any major rating service or, in the 
case of any instrument that is not rated, of 
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comparable quality as determined by the Board of 
Trustees. 


6. Applicant will include in each quarterly report, as 
an attachment to Form N-1Q, a statement as to 
whether any action pursuant to condition 2(c) above 
was taken during the proceding fiscal quarter and, if 
any such action was taken, will describe the nature 
and circumstances of such action. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11208/June 9, 1980 


In the Matter of 


HARTFORD VARIABLE ANNUITY LIFE 
INSURANCE COMPANY 

HARTFORD EQUITY SALES COMPANY, INC. 

HARTFORD VARIABLE ANNUITY LIFE 
INSURANCE COMPANY QP VARIABLE ACCOUNT 

HARTFORD VARIABLE ANNUITY LIFE 
INSURANCE COMPANY DC VARIABLE 
ACCOUNT-I 

HARTFORD VARIABLE ANNUITY LIFE 
INSURANCE COMPANY DC VARIABLE 
ACCOUNT-II 

HARTFORD FUND, INCORPORATED 

Hartford Plaza 

Hartford, CT 06115 


(812-4607) 


ORDER PURSUANT TO SECTION 11 OF THE ACT 
APPROVING CERTAIN OFFERS OF EXCHANGE AND 
PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTIONS FROM THE PROVISIONS 
OF SECTIONS 2(a)(32), 2(a)(35), 22(d), 26(a)(2), 
27(a)(3) and 27(c)(2). 


Hartford Variable Annuity Life Insurance Company, 
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a stock life insurance company organized under the 
laws of the State of Connecticut; Hartford Variable 
Annuity Life Insurance QP Variable Account and 
Hartford Variable Annuity Life Insurance Company 
DC Variable Account-! and Account-l!, each of which 
is a unit investment trust registered under the 
Investment Company Act of 1940 (“Act”); Hartford 
Equity Sales Company, Inc., a broker-dealer 
registered uner the Securities Exchange Act of 1934; 
nd Hartford Fund, Inc. a diversified open-end 
management investment company registered under 
the Act (collectively “Applicants’”) filed an 
application on February 4, 1980, and amendments 
thereto on April 11, 1980 and May 1, 1980, pursuant 
to Section 6(c) of the Act for an Order exempting 
Applicants from the provisions of Sections 2(a)(32), 
2(a)(35), 22(d), 26(a)(2), 27(a)(3) and 27(c)(2) of 
the Act to the extent requested and for approval of an 
offer of exchange pursuant to Section 11 of the Act. 


On May 13, 1980 a notice was issued (Investment 
Company Act Release No. 11167) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered and it is found that 
the granting of the application is appropriate in 
the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 11 of the Act, 
that the proposed exchange offers be, and hereby 
are, approved, and, pursuant to Section 6(c) of the 
Act, that the exemptions from Sections 2(a)(32), 
2(a)(35), 22(d), 26(a)(2), 27(a)(3), and 27(c)(2) be, 
and they hereby are, granted, effective forthwith. 


For the Commission by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11209/June 10, 1980 


In the Matter of 


AMERICAN GENERAL LIFE INSURANCE 
COMPANY OF NEW YORK 


AND 


AMERICAN GENERAL LIFE INSURANCE 
COMPANY OF NEW YORK SEPARATE ACCOUNT E 


90 Presidental Plaza 
Syracuse, NY 13202 


(812-4668) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 11 OF THE ACT FOR AN ORDER 
APPROVING CERTAIN OFFERS OF EXCHANGE AND 
PURSUANT TO SECTION 6(c) OF THE ACT FOR AN 
ORDER EXEMPTING PROPOSED TRANSACTIONS 
FROM SECTIONS 26(a) AND 27(c)(2) 


NOTICE IS HEREBY GIVEN that American General 
Life Insurance Company of New York Separate 
Account E (“Separate Account E”), a unit investment 
trust registered under the Investment Company Act 
of 1940 (the “Act”), and American General Life 
Insurance Company of New York (the “Company”) 
(hereinafter collectively referred to as “Applicants”), 
have filed an application on April 14, 1980, pursuant 
to Section 6(c) of the Act for an Order exemting 
Applicants from the provisions of Sections 26(a) and 
27(c)(2) to the extent requested and for approval of 
certain offers of exchang pursuant to Section 11 of 
the Act. All intereted persons are referred to the 
Application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Background 


The Company is a life insurance company organized 
under the laws of Delaware. On February 15, 1979, 
the company created Separate Account E under 
New York law as a Separate account for the purpose 
of investing the net purchase payments received by 
th Company for certain variable anuity contracts (the 
“Contracts”). 


Net purchase payments deposited inthe Company’s 
Separate Account are applied to one of three 
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Divisions of the Separate Account. Each Division 
applies net purchase payments to purchase shares 
in different open-end investment company, the 
investment advisor of each of which is a wholly 
owned subsidiary of the Company’s parent. 


A Contract owner may elect to have purchase 
payments for a Contract invested in the American 
General Capital Bond Fund, with respect to Division 
1, inthe American General Money Market Fund, Inc. 
with respect to Division 2 and in American General 
High Yield Investments, Inc. with respect to Division 
3 of the Separate Account. In addition, subject to 
receipt of the order requested hereby, Contract 
owners will have the right to transfer accumulated 
purchase payments from one Division of the 
Separate Account to another Division of the Separate 
Account. Such right may be exercised atany time 
after the first seven days after the issuance of 
a Contract provided that a transfer may not be made 
if a previous transfer has been made within seven 
days. The Company reserves the right to impose a 
longer holding period requirement between 
transfers if circumstances dictate the need for 
imposition of any such limitation. 


If the order requested hereby is granted, holders of 
shares in ceretain investment companies, the 
investment advisor of which is a subsidiary of the 
Company's ultimate parent, who have paid a sales 
charge upon the purchase of such shares, will be 
offered the right to exchange the net asset value of 
shares toward the purchase of a Contract without 
any sales or administrative charges; however, a 
$5.00 fee to cover the Distributors costs in 
processing each transfer will be imposed. 


Section 11 


Section 11(a) of the Act provides, in pertinent part, 
that no registered, open-end company or any 
principal underwriter for such a company shall 
make an offer to the holder of a security of such 
company to exchange his security for a security in 
the same or another such company on any basis 
other than relative net asset values unless the terms 
of the offer have been approved by the Commission. 


Section 11(c) provides that, irrespective of the basis 
of exchange, the provision of Section 11(a) shall be 
applicable to any type of offer of exchange of the 
securities of registered unit investment trusts for the 
securities of any other investment company. 
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As hereinabove described, holders of shares in 
certain investment companies who have paid a sales 
charge upon the purchase of such shares will be 
offered the right to exchange the net asset value of 
shares toward the purchase of a contract without any 
sales charges; however, a $5.00 administrative fee 
will be imposed to cover the Distributor’s costs in 
processing each such transfer. 


In addition, subject to receipt of the order requested 
hereby, Contract owners will have the right to 
transfer accumulated purchase payments from one 
Division of the Separate Account to another Division 
of the same. Similarly, a$5.00 administrative fee will 
be imposed on such transfers. Applicants have 
requested an Order of the Commission pursuant to 
Section 11 in order that the Contract purchaser or 
participant may make such exchanges or transfers 
under the circumstances described. 


Section 26(a) and Section 27(c)(2) 


Sections 26(a) and 27(c)(2) of the Act provide, in 
substance, that a registered unit investment trust or 
issuer of a periodic payment plan certificate and any 
depositor and underwriter for such investment 
company are prohibited from selling periodic 
payment plan certificates unless the proceeds of all 
payments, other than the sales load, are deposited 
with a qualified bank as trustee and are held under 
an indenture or agreement containing the following 
provisions: (1) that the trustee or custodian be a 
bank of a designated size; (2) that the assets be held 
in trust and only certain charges be made against 
them; (3) that the trustee or custodian may only 
resign in a specified fashion; and (4) that certain 
records be kept and notice given to securities 
holders in the event of substitution of the trust’s 
securities. 


Applicants hereby request an exemption from 
Sections 26(a) and 27(c)(2) to permit them to sell 
Contracts without need of an independent trustee or 
custodian. Ownership of Fund shares by Separate 
Account E will be held in an open account so that 
such ownership will only be indicated on the books 
of the Fund and Separate Account E and will not be 
evidenced by transferable stock certificates. 


Applicants further state that the Company is subject 
to extensive supervision and control by the New York 
Superintendent of Insurance, and the Insurance 
Commissioners of each state in which the Contracts 
will be sold. In addition, Applicants state that under 
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New York law and the terms of the Contracts, the 
assets of Separate Account | are not chargeable with 
liabilities arising out of any other business 
conducted by the Company. Obligations arising 
under the Contracts as general obligations of the 
Company cannot be abrogated without violating the 
New York insurance law. Therefore, Applicants 
assert that such existing regulation of the Company 
affords substantially the same_ protection 
contemplated by the provisions of Sections 26(a) 
and 27(c)(2) of the Act. 


Applicants have consented that the foregoing 
requested exemption may be made subject to the 
following conditions: (1) that the deductions for 
administrative services shall not exceed such 
reasonable amounts as the Commissionshall 
prescribe, the Commission reserving jurisdiction for 
such purpose; and (2) that the payment of sums and 
charges out of the assets of Separate Account E shall 
not be deemed to be exempted from regulation by 
the Commission by reason of the requested order, 
provided that Applicants’ consent to this condition 
shall not be deemed to be a concession to the 
Commission of authority to regulate the payment of 
sums and charges out of such assets other than 
charges for administrative services, and Applicants 
reserve the right in any proceeding before the 
Commission, or in any suit or action in any court, te 
assert that the Commission has no authority to 
regulate the payment of such other sums and 
charges. 


Section 6(c) 


Section 6(c) of the Act provides that the 
Commission, by order upon application, may 
conditionally or unconditionally exempt any person, 
security, transaction, or any class or classes of the 
same from any provision of the Act, if and to the 
extent necessary or appropriate in the public 
interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 3, 1980, at5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement 
as to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should 
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be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicants at the address stated above. Proof 
of such service (by affidavit, or in case of an attorney 
at law, by certificate) shall be filed contem- 
poraneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following July 3, 1980, 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as 
to whether a hearing is ordered, will receive notice of 
further developments in this matter including the 
date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11210/June 11, 1980 


In the Matter of 


NATIONAL WESTMINSTER BANK LIMITED 
c/o Bruce W. Nichols, Esq. 

Davis, Polk & Wardwell 

One Chase Manhattan Plaza 

New York, New York 10005 


(812-4617) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM ALL PROVISIONS OF 
THE ACT 


National Westminster Bank Limited (“Applicant”) 
filed an application on February 20, 1980, and an 
amendment thereto on April 16, 1980, for an order of 
the Commission pursuant to Section 6(c) of the 
Investment Company Act of 1940 (“Act”) exempting 
Applicant from all provisions of the Act. 


On May 13, 1980, a notice was issued of the filing of 


said application (Investment Company Act Release 
No. 11169). The notice gave interested persons an 
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opportunity to request a hearing and stated that an 
order would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the granting of the exemption requested pursuant to 
Section 6(c) of the Act is appropriate in the public 
interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from. all 
provisions of the Act be, and hereby is, granted, 
effective forthwith, subject to the following 
conditions: 1) Applicant will insure that the 
commercial paper dealer will provide each offeree of 
its notes with a memorandum describing the 
business of Applicant and its subsidiaries and 
containing the most recently published financial 
statements of Applicant and its subsidiaries, which 
will be audited in accordance with United Kingdom 
auditing practices; such memorandum will include 
a brief paragraph highlighting the material 
differences between United Kingdom accounting 
principles applicable to United Kingdom clearing 
banks, as used by Applicant, and generally accepted 
accounting principles employed by United States 
banks; such memorandum will be at least as 
comprehensive as those customarily used by United 
States issuers in offering commercial paper in the 
United States and will be updated periodically to 
reflect material changes in the financial status or 
business of Applicant or its subsidiaries, and 2) any 
future offering of Applicant’s debt securities will be 
done on the basis of disclosure documents which 
are at least as comprehensive as those customarily 
used by United States issuers of such securities in 
the United States and will contain the financial 
statements of Applicant and its subsidiaries. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11211/June 12, 1980 


In the Matter of 


TRUST FUND SPONSORED BY THE EPISCOPAL 
SCHOOL FOUNDATION COLLEGE AWARD 
PROGRAM, INC. 

3100 East Oakland Park Boulevard 

Fort Lauderdale, Florida 33308 


(811-1538) 


ORDER TERMINATING REGISTRATION PURSUANT 
TO SECTION 8(f) OF THE INVESTMENT COMPANY 
ACT OF 1940 


On May 13, 1980, a notice was issued (Investment 
Company Act Release No. 11168) stating that the 
Commission proposed, pursuant to Section 8(f) of 
the Investment Company Act of 1940 (“Act”), to 
declare by order upon its own motion that Trust Fund 
Sponsored By The Episcopal School Foundation 
College Award Program, Inc. (“Fund”), registered 
under the Act as a closed-end, management 
investment company, has ceased to be an 
investment company as defined in the Act. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing 
of the matter would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered 
a hearing. 


The matter has been considered, and it is found that 
the Fund has ceased to be an investment company. 
Accordingly, 


IT 1S ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of the Trust Fund Sponsored By 
The Episcopal School Foundation College Award 
Program, Inc., under the Act shall forthwith cease to 
be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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LITIGATION 





Litigation Release No. 9101/June 9, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
GENERAL HOBBIES CORP. United States District 
Court for the District of Columbia, Civil Action No. 
80-1415 


The Commission announced today that it filed a civil 
injunctive action in the United States District Court 
for the District of Columbia against General Hobbies 
Corp. (“Hobbies”) with offices at 451 E. Tioga Street, 
Philadelphia, Pennsylvania 19134. The 
Commission’s Complaint alleges violations of the 
reporting provisions of the federal securities laws 
and seeks a Judgment of Permanent Injunction and 
Other Relief. 


The Complaint alleges that Hobbies as part of a 
continuing course of violative conduct, has failed to 
file its Annual Report on Form 10-K for its fiscal year 
ended December 31, 1979, required to have been 
filed with the Commission by March 30, 1980, and 
its Quarterly Report on Form 10-Q for its fiscal 
quarter ended March 31, 1980. 


The Complaint requests that the Court order 
Hobbies to file forthwith, with the Commission, its 
delinquent Annual and Quarterly Reports on Forms 
10-K and 10-Q. In addition, the Commission 
requests that the Court enjoin Hobbies from further 
violations of the reporting provisions of the federal 
securities laws. 





Litigation Release No. 9102/June 9, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
HETRA COMPUTER AND COMMUNICATIONS 
INDUSTRIES, INC. (United States District Court for 
the District of Columbia, Civil Action No. 80-1051) 


The Commission announced today that on June 9, 
1980, the United States District Court for the District 
of Columbia entered a Final Judgment of Permanent 
Injunction against Hetra Computer and 


Communications Industries, Inc. (‘“Hetra’) of 
Melbourne, Florida, restraining and enjoining Hetra 
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from failing to file timely periodic reports and 
ordering it to comply with certain undertakings. 
Hetra, consenting to the entry of the Court’s 
judgment, admitted that it had filed reports in an 
untimely manner on 17 separate occasions. The 
Commission’s Complaint was filed on April 25, 1980. 


The Complaint had alleged that Hetra, as part of a 
continuing course of violative conduct extending 
over several years, failed to file timely with the 
Commission certain Annual Reports and Quarterly 
Reports required to have been filed. Hetra has 
agreed to adopt certain procedures to assure timely 
filing of reports required to be filed under the 
Securities Exchange Act of 1934. 





Litigation Release No. 9103/June 9, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
UNITED RESOURCES, INC. United States District 
Court for the District of Columbia, Civil Action No. 
80-1416 


The Commission announced today that it filed inthe 
United States District Court for the District of 
Columbia a civil injunctive action against United 
Resources, Inc. (“Resources”), One Biscayne Tower, 
Miami, Florida. The Commission’s Complaint alleges 
violations of the reporting provisions of the federal 
securities laws and seeks a Judgment of Permanent 
Injunction and Other Relief. 


The Complaint alleges that Resources, as part of a 
continuing course of violative conduct, has failed to 
file its Annual Report on Form 10-K for its fiscal year 
ended December 31, 1979, required to have been 
filed with the Commission by March 30, 1980. 


The Complaint requests that the Court order 
Resources to file forthwith, with the Commission, its 
Annual Report on Form 10-K for its fiscal year ended 
December 31, 1979. In addition, the Commission 
requests that the Court enjoin Howard Stores, Inc. 
from further violations of the reporting provisions of 
the federal securities laws. 
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Litigation Release No. 9104/June 9, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
MOVIEMATIC INDUSTRIES CORP. United States 
District Court for the District of Columbia, Civil 
Action No. 80-1417 


The Commission announced today that it filed inthe 
United States District Court for the District of 
Columbia a civil injunctive action against 
Moviematic Industries Corp. (“Moviematic”), 444 
Brickell Avenue, Miami, Florida 33131. The 
Commission’s Complaint alleges violations of the 
reporting provisions of the federal securities laws 
and seeks a Judgment of Permanent Injunction and 
Other Relief. 


The Complaint alleges that Moviematic as part of a 
continuing course of violative conduct, has failed to 
file its Annual Report on Form 10-K for its fiscal year 
ended December 31, 1979, required to have been 
filed with the Commission by March 30, 1980. 


The Complaint requests that the Court order 
Moviematic to file forthwith, with the Commission, 
its Annual Report on Form 10-K for its fiscal year 
ended December 31, 1979. In addition, the 
Commission requests that the Court enjoin 
Moviematic from further violations of the reporting 
provisions of the federal securities laws. 





Litigation Release No. 9105/June 10, 1980 


SEC v. J. DANIEL BELL & COMPANY, INC., ET AL. 
(USDC Colorado, Civil Action No. 80-HC695) 


Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission, announced that on May 28, 1980, the 
Commission filed a civil complaint in the United 
States District Court for the District of Colorado 
against J. Daniel Bell & Company, Inc., a Denver 
broker-dealer, and J. Daniel Bell, the company’s 
chief executive and financial officer, seeking to 
enjoin them from violating, among other things, the 
net capital and record keeping provisions of the 
Securities Exchange Act of 1934 while J. Daniel Bell 
& Company, Inc. is registered with the Commission 
as a broker and/or dealer. 
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On May 29, 1980, the Honorable Hatfield Chilson, 
Senior Judge of the United States District Court for 
the District of Colorado, entered a final judgment of 
permanent injunction enjoining the defendants as 
praved for in the complaint. The judgment was 
entered pursuant to the consent of the defendants in 
which they neither admitted nor denied the 
allegations of the complaint other than the 
jurisdictional allegations. The judgment also 
requires the defendants, in substance, among other 
things, to appoint and retain certain operational 
personnel, institute certain internal reporting 
procedures, furnish the plaintiff with certain written 
certifications with respect to the firm’s books and 
records and net capital computations, retain 
independent accountants to oversee net capital 
computation and accuracy of the firm’s books and 
records, file delinquent reports with the plaintiff, 
institute certain procedures with respect to existing 
and contemplated underwritings, and to correct 
certain statements in a semi-annual report 
previously published dated March 28, 1980. 





Litigation Release No. 9106/June 10, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
GENERAL PRACTITIONERS INDEMNITY LIMITED; 
PIETRO JOHN MUSCARI, JR. (U.S.D.C., E.D. of 
Mich., S. Div., Civil Action No. 80-72078) 
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William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange 
Commission, announced that on June 6, 1980, a 
complaint for a permanent injunction was filed inthe 
Federal Court at Detroit, Michigan, naming as 
defendants General Practitioners Indemnity 
Limited, a Grand Cayman corporation, and Petro 
John Muscari, Jr., sole beneficial shareholder of 
General Practitioners. 


The complaint alleged that the defendants violated 
the registration provisions of the Securities Act of 
1933 and the antifraud provisions of the Securities 
Act and the Securities Exchange Act of 1934 in 
connection with the offer and sale of debentures 
issued by General Practitioners. According to the 
complaint, the defendants misrepresented material 
facts and omitted to state material facts concerning, 
among other things, application and use of proceeds 
from the sales of the securities; rate of return to be 
received by purchasers; the prior experience of 
Muscari in the establishment and operation of a 
business venture specializing in the medical 
malpractice insurance business; the financial 
condition of General Practitioners; and the actual 
operating fund established to conduct the business 
of General Practitioners. 
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